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DECISION AUTHORIZING LONG-TERM
PROCUREMENT FOR LOCAL CAPACITY REQUIREMENTS

1. Summary

In this decision, we authorize Southern California Edison Company (SCE)
to procure between 1,0501400 and ;5001800 Megawatts (MW) of electrical
capacity in the West Los Angeles sub-area of the Los Angeles (LA) basin local
reliability area to meet long-term local capacity requirements (LCRs) by 2021.
SCE is also authorized to procure between 215 and 290 MW of the Moorpark
sub-area of the
Big Creek/Ventura local reliability area. The LCRs arerequire resources whieh-
must-be located in a specific transmission-constrained area in order to ensure
adequate available electrical capacity to meet peak demand, and ensure the
safety and reliability of the local electrical grid.

For the defined portion of the LA basin local area, at least 1;,0661000 MW,
but no more than ;2001200 MW of this capacity must be procured from
conventional
gas-fired resources. At least 50 MW must be procured from energy storage

resources. As-much-as450At least 150 MW of capacity maymust be procured

through preferred resources consistent with the Loading Order in the Energy

Action Plan, or energy storage resources. As-an-exception-to-the 1,500 MW-cap;
SCE is also authorized to procure reseurcessutficientto-achieveacurrent

capacity from preferred resources and/or energy storage resources. In addition,

SCE will continue to obtain resources which can be used in these local reliability
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areas through processes defined in energy efficiency, demand response,
renewables portfolio standard, energy storage and other relevant dockets.

The long-term LCRs are expected to result from the retirement of
thousands of MW from current once-through cooling generators due to
compliance with State Water Quality Control Board regulations. We anticipate
that much of the additional 2,400 MW-e£LCR need currently forecast by the
California Independent System Operator can be filled by preferred resources,
either through procurement of capacity or reduction in demand. Preferred
resources include energy efficiency, demand response, and distributed
generation including combined heat and power. Energy storage resources may
also be available.

In the next long-term procurement proceeding, expected to commence in
2014, we will evaluate whether there are additional LCR needs for local reliability
areas in California.

SCE is directed to begin a solicitation process to procure authorized LCR
resources. The first step is-te-develep a plan to issue one or more Request for
Offers and/or to enter into cost-of-service contracts per Assembly Bill 1576 (Stats
2005, ch. 374). SCE should also actively pursue locally-targeted and cost-effective
preferred resources. SCE’s procurement plan shall be consistent to the extent
possible with the multi-agency Energy Action Plan, which places cost-effective
energy efficiency and demand response resources first in the Loading Order,
followed by renewable resources and then fossil-fuel resources. Energy storage
resources should be considered along with preferred resources. SCE’s
procurement plan should take into account the technical reliability requirements

of the California Independent System Operator. Energy Division will review
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SCE’s adherence to these and other requirements before SCE commences its
public solicitation process.

We consider today’s decision a measured first step in a longer process. If
as much or more of the preferred resources we expect do materialize, there will
be no need for further LCR procurement based on current assumptions. If
circumstances change, there may be a need for further LCR procurement in the
next long-term procurement proceeding. We are confident that today’s decision
is the appropriate and considered step at this time.

SCE is directed to file an Application for each local reliability area seeking
approval of contracts arising from the procurement process we authorize today.
The Applications are expected in late 2013 or early 2014. Separately and earlier,
SCE may also file applications for gas-fired generation in order to expedite
review of such contracts. This decision establishes criteria for review of SCE's
forthcoming Applications. A significant aspect of that review will be to ensure

consistency with the Loading Order.

2. Background

This proceeding is the successor proceeding to rulemakings dating back to
2001 intended to ensure that California’s major investor-owned utilities (IOUs)
can maintain electric supply procurement responsibilities on behalf of their
customers. The most recent predecessor to this proceeding was
Rulemaking (R.) 10-05-006. As stated in the order originating this rulemaking in
Ordering Paragraph 3, the record developed in R.10-05-006 is “fully available for
consideration in this proceeding” and is therefore incorporated into the record of

this proceeding.
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In the Scoping Memo for this proceeding, issued on May 17, 2012, the
general issues for the 2012 procurement planning cycle were divided into three
topics':

1. Identity Commission-jurisdictional needs for new
resources to meet local or system resource adequacy (RA),
renewable integration, or other requirements and to
consider authorization of investor-owned utility (IOU)
procurement to meet that need. This includes issues
related to long-term renewable planning and need for
replacement generation infrastructure to eliminate reliance
on power plants using once-through cooling technology
(OTCO),

2. Update, and review individual IOU bundled procurement
plans consistent with Public Utilities Code § 454.5;> and

3. Develop or refine procurement rules that were not resolved
in R.10-06-005, and consider other emerging procurement
policy topics.

The Scoping Memo divided the proceeding into three Tracks:

1. Track 1: Local Reliability
2. Track 2: System Reliability

3. Track 3: Procurement Rules and Bundled Procurement
Plans

This is the decision for Track 1 of this proceeding. In recent years the
California Independent System Operator (ISO or CAISO) has performed an
annual Local Capacity Requirements (LCR) study, which is filed in the
Commission’s RA proceeding. This study is used to adopt local RA procurement
requirements for the next year; for example, requirements for 2013 were adopted

in Decision (D.) 12-06-025, in the 2012 RA proceeding (R.11-10-023).

1 Scoping Ruling at 5.
2 All statutory references are to the Public Utilities Code, unless otherwise noted.

- 5.
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In RA decisions, the Commission has focused on LCR for local reliability
for one forward year. In the Local Reliability track of this proceeding, we
consider authorizing long-term procurement of new infrastructure for local
reliability purposes for the years 2021 and beyond.> As the Scoping Memo stated,
the end result of this track of the proceeding should be that the IOUs and/or
other load-serving entities (LSEs) will be authorized or required to contract for
local reliability needs over the next several years, to the extent that the
Commission finds there is such a need.

The main driver of local capacity requirements is that around
4;9004900 megawatts (MW) of OTC plants in the local transmission-constrained
areas of the Los Angeles (LA) basin local area may retire in the next several years,
as well as other OTC plants in the Big Creek/Ventura and San Diego local areas
because of State Water Resources Control Board (SWRCB) regulations.*
> By 2021, approximately 70007000 MW of OTC capacity is expected to retire in
the LA basin local area and the Big Creek/Ventura local area.

“Once-through cooling” is a method to dispose of waste heat produced by
a power plant (heat not converted into electricity) in which cold ocean or river
water is pumped one time through the plant, absorbing and carrying out the
plant’s waste heat back into the ocean or river. Because the water pumped
through the plant and back into the ocean or river can cause considerable stress

on the local aquatic ecosystems, the result is considered as water pollution under

3 Alocal capacity area is a geographic area that does not have sufficient transmission
import capability to serve the customer demand in the area without the operation of
generation located within that area.

4 See State Water Resources Control Board Resolution No. 2010-0020, adopted on 3}
May 4, 2010, effective 9/28/2010; Attachment 1, Milestone No. 26 at 14.

> Issues related to infrastructure needs for the San Diego local area are being
considered in Application (A.) 11-05-023 and will not be in the scope of this
proceeding, except to the extent that any decisions in that proceeding inform the
record.
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Section 316(b) of the Federal Clean Water Act. In California, the SWRCB is the
state agency that enforces the Federal Clean Water Act. As part of such
regulation, the SWRCB now requires that most of these aging coastal fossil-fuel
plants become compliant with their policy by the end of the year 2020, with some
exceptions with different dates. Compliance can occur either through changing
cooling intake to no longer use once-through cooling, or by reducing entrainment
by 93%. Most generators in their plans filed with the SWRCB have indicated that
they are pursuing the first option, which implies retirement or repowering of the
facility.

Table 1 shows the plants, locations and expected compliance dates for OTC

plants in the LA basin and Big Creek Ventura local areas.®

® The San Onofre Nuclear Generating Stations (SONGS) plants are OTC plants, but are
not included in this analysis.
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TABLE 1

Once-Through Cooling Plants Compliance Schedule
Per State Water Resources Control Board

Los Angeles Basin Local Reliability

Area

Unit Name Owner NQC Compliance date
Alamitos 1 AES 175 12/31/2
Alamitos 2 AES 175 12/31/2
Alamitos 3 AES 332 12/31/2
Alamitos 4 AES 336 12/31/2
Alamitos 5 AES 498 12/31/2
Alamitos 6 AES 495 12/31/2
El Segundo Unit 3 NRG 335 12/31/1
El Segundo Unit 4 NRG 335 12/31/1
Huntington Beach Unit 1 Edison Mission Energy 226 12/31/2
Huntington Beach Unit 2 Edison Mission Energy 226 12/31/2
Huntington Beach Unit 3 Edison Mission Energy 225 12/31/1
Huntington Beach Unit 4 Edison Mission Energy 227 12/31/1
Redondo Beach Unit 5 AES 179 12/31/2
Redondo Beach Unit 6 AES 175 12/31/2
Redondo Beach Unit 7 AES 493 12/31/2
Redondo Beach Unit 8 AES 496 12/31/2
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Big Creek - Ventura Local Reliability

DRAFT (Rev. 1)

Area

Unit Name Owner NQC Compliance date
Mandalay Unit 1 GenOn 215 12/31/2
Mandalay Unit 2 GenOn 215 12/31/2
Mandalay-Unit-3 GenOn 130 1213442
Ormond Beach Unit 1 GenOn 741 12/31/2
Ormond Beach Unit 2 GenOn 775 12/31/2

Units and compliance dates from:

http:/ /www.waterboards.ca.gov/publications_forms/ publications/factsheets/docs/ oncethroughcooling0811.pdf

As noted, Table 1 excludes SONGS

* Net Qualified Capacity (NQC) from:
http:/ /www.cpuc.ca.gov/NR/rdonlyres/C6BE7182-D647-4C70-B1AC-5D3A1CE207C3/0/ CPUCNQCLocal AreaDat:

Year2012.xls
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In a settlement agreement approved by the Commission in
D.12-04-046 in the previous long-term procurement plan Rulemaking,” parties to
the agreement found that in the first quarter of 2012 the ISO would present a
study of integration of renewable resources into local transmission-constrained
areas, along with a study of the effect of potential OTC plant retirements. The
adopted settlement included a recommendation that the Commission issue a
decision by the end of 2012 on the need for sufficient resources to integrate the
number of renewable resources coming online to meet a 33% renewable portfolio
standard by 2020 and the retirement of OTC plants.

Section 454.5(b)(9)(C) states that utilities must first meet their “unmet
resource needs through all available energy efficiency and demand reduction
resources that are cost-effective, reliable and feasible.” Consistent with this code
section, the Commission has held that all utility procurement must be consistent
with the Commission’s established Loading Order, or prioritization. The
Loading Order, first set forth in the Commission’s 2003 Energy Action Plan, was
presented in the Energy Action Plan II adopted by this Commission and the
California Energy Commission (CEC) in October 2005. The Loading Order,
which has been reiterated in multiple forums (including D.12-01-033 in the

7 This settlement was entitled: “Motion For Expedited Suspension Of Track 1
Schedule, And For Approval Of Settlement Agreement Between And Among Pacific
Gas And Electric Company, Southern California Edison Company, San Diego Gas &
Electric Company, The Division Of Ratepayer Advocates, The Utility Reform
Network, Green Power Institute, California Large Energy Consumers Association,
The California Independent System Operator, The California Wind Energy
Association, The California Cogeneration Council, The Sierra Club, Communities For
A Better Environment, Pacific Environment, Cogeneration Association Of California,
Energy Producers And Users Coalition, Calpine Corporation, Jack Ellis, Genon
California North LLC, The Center For Energy Efficiency And Renewable
Technologies, The Natural Resource Defense Council, NRG Energy, Inc., The Vote
Solar Initiative, And The Western Power Trading Forum.”

- 10 -
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predecessor to this docket), requires the utilities to procure resources in a specific
order:

“The ‘Loading Order” established that the state, in meeting its energy
needs, would invest first in energy efficiency and demand-side resources,
followed by renewable resources, and only then in clean conventional electricity
supply.” (Energy Action Plan 2008 Update at 1.)

In the 2008 Energy Action Plan Update at 20, the Commission further
interpreted this directive to mean that the IOUs are obligated to follow the
loading order on an ongoing basis. Once procurement targets are achieved for
preferred resources, the IOUs are not relieved of their duty to follow the Loading
Order. In D.07-12-052 at 12, the Commission stated that once demand response
and energy efficiency targets are reached, “the utility is to procure renewable
generation to the fullest extent possible.” The obligation to procure resources
according to the Loading Order is ongoing. (D.12-01-033 at 1919.)- In
D.12-01-033
at 21, the Commission recognized that procuring additional preferred resources
is more difficult than “just signing up for more conventional fossil fuel
generation,” but consistency with the Loading Order and advancing California’s
policy of fossil fuel reduction demand strict compliance with the loading order.

This clarified Loading Order is a departure from the
CommissiensCommission’s previous position of procuring energy efficiency and
demand response, then renewable energy, and then allowing “additional clean,
fossil-fuel, central-station generation,” because “preferred resources require both
sufficient investment and adequate time to ‘get to scale.”” (D.04-06-011, footnote
22 at 31). Instead of procuring a fixed amount of preferred resources and then

procuring fossil-fuel resources, the IOUs are required to continue to procure the

- 11 -
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preferred resources “to the extent that they are feasibly available and cost
effective.” (D.12-01-033

at 2121.)- While procuring a fixed amount of preferred resources provides
flexibility and a clearer idea of how to approach the procurement process, the
ongoing Loading Order approach is more consistent with Commission policy.
(I4.)

A prehearing conference (PHC) was held on April 18, 2012. At the PHC,
the ISO stated that it had completed a study of LCRs through 2016 in its
Transmission Planning Process. The ISO also completed a study of local capacity
needs related to expected or potential retirements of OTC plants through 2021.
These studies are consistent with the studies anticipated in the settlement
agreement adopted in D.12-04-046. In its comments on the scope of this
proceeding and at the PHC, the ISO maintained that it cannot evaluate any
additional renewable portfolio scenarios beyond those already in the record of
R.10-05-006 in time for a decision by the Commission by the end of 2012.

In this proceeding, parties were given the opportunity to present evidence
that the ISO’s studies should be modified, or that the Commission should
consider additional factors beyond the ISO’s studies, for the purposes of
determining local reliability needs. The Scoping Memo presented a list of specific
issues for this phase of the proceeding.

The ISO served its testimony on May 23, 2012. Parties served testimony in
response to the ISO and on issues from the Scoping Memo on June 25, 2012. The
assigned Commissioner issued a Ruling on July 13, 2012 seeking clarification on
certain issues raised in opening testimony. Parties (including the ISO) served

reply testimony (including issues from the assigned Commissioner’s Ruling) on

- 12 -
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July 23, 2012.% Evidentiary hearings were held August 7-10 and August 13-17,
2012. Briefs were filed on September 24, 2012 and Reply Briefs were filed on
October 7, 2012. Per a Ruling issued September 14, 2012, comments were filed on
October 9, 2012 regarding certain implementation issues arising from a workshop
on September 7, 2012. This track of the proceeding was submitted on October 9,
2012.

The parties which served testimony in Track 1 of this proceeding are:’:
AES Southland (AES); Alliance for Retail Energy Markets, Direct Access
Customer Coalition and Marin Energy Authority (collectively, AReM); California
Cogeneration Council (CCC); California Energy Storage Alliance (CESA);
California Environmental Justice Alliance (CEJA); CAISO or ISO; California
Large Energy Consumer’s Association (CLECA); Calpine Corporation (Calpine);
Center for Energy Efficiency and Renewable Technologies (CEERT);
Cogeneration Association of California (CAC); Division of Ratepayer Advocates
(DRA); EnerNOC, Inc. (EnerNOC); GenOn Energy, Inc. (GenOn); Independent
Energy Producers Association (IEP); Natural Resources Defense
Council (NRDC); Pacific Gas and Electric Company (PG&E); San Diego Gas and
Electric Company (SDG&E); Southern California Edison Company (SCE); South
San Joaquin Irrigation District (SSJID); The Utility Reform Network (TURN); The
Vote Solar Initiative (Vote Solar); and Women’s Energy Matters (WEM).
Testimony from each of these parties was received into evidence at the
evidentiary hearing.

Each of these parties also filed comments and/or briefs. In addition,
comments and/or briefs were filed by Alliance for Nuclear Responsibility (ANR);

8 Certain parties served supplemental and other versions of testimony on other dates
with permission of the Administrative Law Judge (ALJ).

? Parties serving testimony that was subsequently stricken from the record are not
included in this list.

- 13 -
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Beacon Power, LLC; City and County of San Francisco; Clean Coalition;
Community Environmental Council; Distributed Energy Consumer Advocates;

Ormat Technologies; and Sierra Club California (Sierra Club).

3. Long-Term Local Capacity Requirements for the LA Basin
Local Area — Party Positions

3.1. 1SO

Overall, the ISO recommends the long-term procurement of approximately
24002400 MW in the LA basin local area to meet LCR needs in 2021, if the
generation is selected from the most effective sites. This amount includes a
specific identified need for 225 MW in the Ellis sub-area of the LA basin local
area.!’ The ISO recommends that the Commission authorize this procurement by
the end of 2012 and that SCE begins a contracting process in 2013. The ISO found
that potential retirement of OTC generation in the PG&E service territory is not
expected to create local capacity deficiencies.!!

The ISO performed local capacity technical studies to determine the
minimum amount of resources within a local capacity area needed to address
reliability concerns following the occurrence of various contingencies on the
electric system.’? The ISO used power flow modeling as the basis for its
recommendations. The ISO’s recommendations for the amount of local capacity
required to ensure that there is sufficient capacity to keep the lights on at all
times are based on load circumstances that are projected by the CEC to occur
once in 10 years,'® and the assumption that the two largest generation or

transmission failures occur nearly simultaneously in a local area.

at17.
at 3.
at 3.
at 16.

10" Exhibit ISO-1 (Sparks
1 Exhibit ISO-1 (Sparks
12 Exhibit ISO-1 (Sparks
13 Exhibit ISO-1 (Sparks

— N e’ N
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In the previous Rulemaking (R.10-05-006), Commission staff provided the
ISO with four scenarios consistent with the 33% renewables portfolio standard*
(RPS).1°

These scenarios provided information for models tested by the ISO in that
proceeding, based on analysis developed in the Commission’s RPS proceeding.
Due to the settlement adopted in D.12-04-046, such models were not used as the
basis for a Commission decision, but these models remain available for use in this
proceeding.

In opening testimony, ISO witnesses Rothleder and Sparks describe how in
this proceeding they again modeled a number of possible outcomes for the ISO
based on the same RPS portfolios. An important part of the modeling was the
use of demand forecasts provided by the CEC in its 2010 Integrated Energy
Policy Report (IEPR), which used 2009 demand forecast data. Rothleder
describes certain modeling changes that led to different results from those
produced in R.10-05-006.1¢

The ISO performed a local capacity technical study that “determined the
minimum amount of resources within a local capacity area needed to address
reliability concerns following the occurrence of various contingencies on the
electric system.”?” While the ISO has performed annual short-term (one year out)
local capacity studies for a number of years that are used in the Commission’s RA

proceedings, here the ISO performed a local capacity study that looked at a

14 See Pub. Util. Code §§ 399.11-399.31.

15 The four scenarios are: 1) Trajectory, or the current procurement path; 3
2) Environmentally-constrained, which focused on reducing land-use impacts; 3) the
ISO Base Case, which was a modified version of the CPUC’s cost-constrained case
wherein cost was the primary consideration; and 4) the time-constrained case, which
focused on attaining 33% renewables as quickly as possible.

16 Exhibit ISO-4 (Rothleder) at 5-6.

17 Exhibit ISO-1 (Sparks) at 3.

- 15 -
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10-year planning horizon.!® This is the first time the ISO has performed this
10-year study.?

The ISO performed its studies assuming that generation to meet LCR
needs stemming from the assumed retirement of OTC plants would be met via
repowering or replacement in the same locations as the OTC plants.?’ The ISO
provided a range of forecasts for each RPS portfolio. The lower end of the range
for the four RPS scenarios corresponds to the amount of generation needed if it
were located at existing OTC sites that are the most effective at mitigating the
identified transmission constraint. The higher end of the range corresponds to
the amount of generation needed if it were located at existing OTC sites that are
the least effective at mitigating the identified transmission constraint.?! In the
various studies, the ISO found an LCR need of at least 1,8701870 MW for the
most effective sites, and up to 3896 MW for less effective sites in the LA basin
local area served by SCE. Specifically, the LCR need would be in the Western LA
portion of the LA basin local area (a transmission-constrained sub-area of the
LA basin).

Several parties challenged the ISO’s methodology, as discussed herein.
The ISO maintains that no party presented a valid alternative to the ISO’s
methodology, which it describes as “a deterministic approach based on Northern
American Electric Reliability Council/ Western Electricity Coordinating Council

planning criteria and ISO tariff requirements.”?

18 Exhibit ISO-1 (Sparks) at 5.

19 Reporter’s Transcript (RT) 117.
20 Exhibit ISO-1 (Sparks) at 2.

21 Exhibit ISO-1 (Sparks) at 6.

22 ISO Opening Brief at 2.

- 16 -
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No capacity from demand response? was included in any ISO analysis
because the ISO “does not believe that demand response can be relied upon to
address local capacity needs, unless the demand response can provide equivalent
characteristics and response to that of a dispatchable generator.” The ISO claims
“demand response does not have these characteristics at this time.”*

Nor does the ISO include any demand reduction for uncommitted energy
efficiency or uncommitted combined heat and power (CHP) in its forecasts.”
Uncommitted energy efficiency and uncommitted CHP are potentially viable
energy efficiency programs or CHP installations not already included in the 2009
CEC demand forecast, regardless of actions taken after that forecast. The ISO
contends that it has “no basis for expecting that uncommitted energy efficiency
and uncommitted CHP generation can be counted upon for meeting local
reliability needs beyond the committed programs that were included in the
CEC's officially adopted demand forecast.”#°%

Table 2 shows the various outcomes of the ISO studies.

23 There appears to be price-responsive demand response built into the CEC demand
forecast, but not other demand response programs.

24 Exhibit CEJA x ISO-1 at 3.

% These resources are termed either “incremental” or “uncommitted.” Either term
refers to resources beyond the amounts embedded in the CEC’s demand forecast.

226 Exhibit ISO-1 (Sparks) at 15.

- 17 -



R.12-03-014 ALJ/DMG/rs6

v Environmentally| 150 Base Time 2 Environmentally| ISO Base Time

TABLE 2
Summary of ISO Studies by RPS Portfolio

Local Area Requirements [MW)

Replacement OT C Generation Need (MW)

DRAFT (Rev. 1)

LA Basin
(this area includes sub- | 10,743 11,245 11,010 12,165
area below) 2370 2424
Western LA Basin (sub- a7a | 1BT0-288 | "3y
Areaof the larger LA 7.797 7,554 7.517 7.397
Basin)
(Meed is for Moorpark only, a sub-area of the Big
CreekNentura Local area)
Big Creek/\Ventura
E:BCM i 2.371 2604 2438 2653
430 430 430

In each of the four RPS scenarios, the ISO model included assumptions
of distributed generation MW, and non-distributed generation MW for 2021; all
scenarios assumed the same demand forecasts from the CEC. Tables 3 - 6 show

the ISO’s distributed generation and non-distributed generation assumptions for

each scenario.?*%

2627 Exhibit ISO-1 (Sparks) at 7-9.

- 18 -
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TABLE 3

Local Area Reqm’t

DRAFT (Rev. 1)

Replacement
Portfolios OTC Units Constraint Contingency
Needed?
Mira Loma West | Chino-Mira Loma East #3
Overall 12,961 339 | 13300 Yes 500/230 Bl:mk #1 23_0 k\-_" line + Mira Lomla
LA (24-Hr rating) West 500/230 kV Bank #_?
Basin Eagle Rock- Sylmar S—F:iculd 230 kV line
10404 | 339 | 10,743 Yes Svlmar S 230kV | + Lugo-Victorville 500 KV
line line
Trajectory Western | 7.529 268 7797 Yes i;rtano—\- illa PK "{:eﬁ:r]l;;{i?‘ 15 #1 / Serrano-
Barre-Ellis 230 kV line +
Ellis 225 59 284 Yes Voltage Collapse | SONGS - Santiago #1 and #2
230 kV lines
i i i - La Fresa-Hinson La Fresa-Redondo #1 and #2
El Nido 614 5 619 No 230 KV line 230 KV lines

TABLE 4

Local Area Reqm’t

Replacement
Portfolios OTC Units Constraint Contingency
Needed?
%:I:;%gg&: 30 Chino-Mira Loma East #3
i 11.048 | 1,519 | 12567 Yes R 23 OkV line + Mira Loma
G bank £1 24- |yt 5001230 kV bank £2
LA Hr rating) - T
Basin Eagle Rock- Sylmar S - Gould 230 kV
9727 | 1,519 | 11,246 Yes Sylmar S 230 line + Lugo - Victorville
: kV line 500 kV line
Engiromnily Serrano- Villa | Serrano-Lewis #1 /
‘onstrai j 695 7 go- Vo | Fi

Constramned Western 6.69 869 7.584 Yes PK £1 Serrano-Villa PK £2
v Barre-Ellis 230kV Line +

o . Toltage : T ot
Ellis 225 124 349 Yes Collanse SONGS - Santiago #1 and

- #2 230 kV lines

La Fresa- -

EINido | 494 | 91 | 585 No Hinson 230 kV | 52 ,,F;E’“’Ef.{fdmd“ wha
fine e &  1Ies
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Area

Local Area Reqm’t

TABLE 5

Replacement
OTC Units
Needed?

Constraint

DRAFT (Rev. 1)

Contingency

Mira Loma West | Chuno-Mira Loma East #3
Overall 12,659 27 12930 Yes ?'00.-"230 B_ani-c #1 23_0 kv ].i.tlle + Mira Loma
i (24-Hr rating) West 500/230 kV bank #2
Bi?in Eagle Rock- Sylmar S:Gould_ 33?1;1-' line
10,739 | 271 11,010 Yes Sylmar S 230 kV | + Lugo-Victorville 500 kV
line line
Base . e ” 2 Serrano-Villa PK | Serrano - Lewis #1 / Serrano
Western 7.325 192 1.517 Yes " _Villa PK £2
Barre-Ellis 230kV Line +
Ells 225 39 264 Yes Voltage Collapse | SONGS-Santiago #1 and #2
230 kV lines
: i : % La Fresa-Hinson La Fresa-Redondo #1 and #2
ElNido | 544 | 94 | 568 e 230 kV line 230 kV lines
TABLE 6
Rep]ﬂcement
Portfolios Area OTC Units Constraint Contingency
Needed?
Mira Loma West Chino - Mira Loma East #3
Overall 12.677 687 13364 Yes 500/230 b%m]{ #1 230 kV lﬁ.le + Mira Loma
LA (24-Hr rating) West 500/230 kV bank #2
i Eagle Rock- S}’lm:{r S-Gould 230_ kv
11478 | 687 12,165 Yes Sylmar S 230 kV line + Lugo-Victorville
: Line S00kV line
) Tu"ne_— . 9 b Serrano-Villa PK Serrano-Lewis #1 /
Constrained | Western | 6.954 443 71,397 Yes £ Serrano-Villa PK £
Barre - Ellis 230 kW line +
Ellis 225 61 286 Yes Voltage Collapse SONGS-Santiago #1 and
#2 230 kV lines
” . ; . La Fresa-Hinson La Fresa-Redondo #1 and
Hifudo | 389 3 o Ho 230 kV line #2 230 kV lines

The ISO recommendation is based on the Trajectory scenario because “the

Trajectory scenario studied in the OTC studies is the scenario most aligned with

commercial interest.”2”2 The ISO also believes this scenario best reflects future

load growth and renewable generation development.*?° The Trajectory scenario

forecasts a need for 2,3702370 MW in the LA basin local area, which Sparks

#28 Exhibit ISO-1 (Sparks) at 17.

2829 15O Opening Brief at 3.
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rounds up to 2,4802400 MW.?*° This forecast includes a specific need for 225
MW in the Ellis
sub-area.

In supplemental testimony, Sparks describes a sensitivity analysis
performed at the request of this Commission, the CEC and the California Air
Resources Board (CARB), to study a variation on the Environmentally
Constrained portfolio. As part of the sensitivity analysis, demand reduction from
19501950 MW of uncommitted energy efficiency and 201 MW of additional CHP
was included in the model,*®! as provided by the three state agencies and
adjusted for the LA basin local area (as part of 2,4612461 MW of uncommitted
energy efficiency and 209 MW of uncommitted CHP for the entire SCE
territory).**3? For the Western LA basin sub-area, 1211121 MW of uncommitted
energy efficiency was included in this analysis, and 180 MW of CHP.**%

According to this testimony, the results of this sensitivity analysis show a
need of 10421042 MW needed in the Western LA section of the LA basin local
area for 2021 for effective sites, with the range reflecting the same effectiveness
considerations as described above.*** This compares to 1,8761870 MW for
effectives sites for 2021 in the Environmentally Constrained scenario in Table 2
herein. The sensitivity analysis also models the Del Amo-Ellis 230 kilovolt line
loop-in project in service, based on updated information in the ISO’s

supplemental testimony that the ISO Board has now approved this project for

280 RT 197-198.

391 Exhibit SO-9 at (Table 3.4-1).

#32 Exhibit ISO-2 (Sparks) at 2-3.

3233 RT 137-143; Exhibit CEJA x ISO-1 at 2-3.
3334 Exhibit ISO-2 (Sparks) at Table 2.
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2012. This project eliminates the need for local generation in the Ellis sub-area in
this scenario.**

The ISO does not recommend relying upon its sensitivity analysis to make
a determination as to local area needs in this proceeding. Sparks testified that the
ISO does not believe it is prudent to rely on uncommitted resources (such as
uncommitted energy efficiency and CHP) for assessing future local needs.
Further, Sparks testified that “deliberately conservative forecasts must be
employed in the assessment of reliability requirements for capacity in
constrained areas since the consequences of being marginally short versus
marginally long are asymmetric. A marginal shortage means the loss of firm
load, which puts public safety and the economy in jeopardy, whereas a marginal
surplus has only a marginal cost implication.”*%¢ Further, Sparks testified that
there is “uncertainty” concerning both uncommitted energy efficiency and
incremental CHP which makes it imprudent to include these potential resources
in the ISO forecasts.**’

Sparks testified that it is necessary to begin the procurement process for
2021 local capacity needs in 2013 “to ensure we don’t forgo the best options, and

also to make sure that the options that are available are actually feasible.”*"3

3.2. SCE Position
SCE generally agrees with the ISO’s analysis identifying a 2021 need for up

to 23702370 MW of existing LCR generation in the LA basin local area to remain
in service or be replaced with similarly located generation (also known as, or up
to 37413741 MW if new generation cannot be placed at the most effective sites in

335 Exhibit ISO-2 (Sparks) at 2-3.
353 Exhibit ISO-2 (Sparks) at 3-4.
3657 Exhibit ISO-2 (Sparks) at 5-6.
3738 RT 199.
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the local area.*®3° SCE seeks authority to start a process in 2013 to enter into
contracts for between zero MW and 3,7413741 MW in the LA basin local area.

SCE seeks flexibility in conducting any LCR procurement that is needed. In
general, SCE would prefer not to procure resources to meet system needs and to
make long-term commitments that would subsequently be rendered less valuable
by changed circumstances.** SCE “prefers procurement of new LCR generation
through a new multi-year forward procurement auction, such as a capacity
market or a new generation auction administered by the CAISO” but
acknowledges that such a mechanism is not currently available.**!

Due to uncertainty in forecasts, SCE describes input assumptions in the
ISO models that may change based on new information, and which could lead to
a higher or lower need for LCR resources than the ISO identified. These include
changes to the reliability planning standards, demand forecast, resource
scenarios, LCR generation sites, and transmission options.***? SCE witness
Minick testified that another variable in determining long-term LCR needs is
accurate identification of when the OTC plants are expected to close. He points
to the potential for extensions of SWRCB deadlines and other changes
surrounding OTC regulations as uncertainties in determining need.**3

Minick also testified that the ISO did not recognize the potential for
increased distributed generation, assumptions for uncommitted energy efficiency
or increased localized generation, all of which would lower the load on the

transmission system.*** In reply testimony, SCE cites concerns raised by many

839 Exhibit SCE-1 (Cushnie/Silsbee/Minick) at 1, 3-5. SCE uses a slightly different
definition of “effective” and “less effective” sites than the ISO.

3940 Exhibit SCE-1 (Cushnie) at 2.

4041 Exhibit SCE-1 (Cushnie) at 1.

#42 Exhibit SCE-1 (Minick/Cabbell) at 5-9.

243 Eyhibit SCE-1 (Minick) at 10.

4344 Exhibit SCE-1 (Minick) at 7.
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parties about the ISO’s assumptions regarding the availability and use of
preferred resources, agreeing with claims by parties that higher levels of
preferred resources than forecasted by the ISO will reduce or eliminate the need
for new LCR generation in SCE territory.*4

Despite these uncertainties, SCE witness Silsbee testified that at least some
new generation procurement needs to occur to meet LCRs in the LA basin local
area. He points to difficulties in constructing new generation in the LA Basin
local area, which mean that it might take 7 to 9 years to develop new replacement
generation. While there are uncertainties about the dates when OTC plants will
cease to operate, there are also uncertainties around the lead time for generation
permitting and construction. Therefore, Silsbee testified that there is a need to
start initial procurement processes soon; for example, with a Purchased Power
Agreement (PPA) entered into and approved by the Commission in 2013, it
would potentially take until 2020 or longer for the plant to become

operational.*>4

3.3. DRA Position

DRA recommends the Commission defer a decision on SCE’s LCR
procurement, in order to allow the Commission to take into account final
adopted planning standards in Phase 2 of this proceeding that relate to
distributed generation standards. DRA also recommends a transmission study to
determine if there is further potential to increase imports into constrained areas,
and ways to upgrade current transmission facilities. If the Commission

authorizes SCE to procure LCR resources, DRA recommends authorization of no

4445 Exhibit SCE-2 (Silsbee) at 4.
4546 Exhibit SCE-1 (Silsbee) at 16-17.
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more than 169 MW for the LA basin local area for 2021 and no more than
278 MW for this area for 2022.447

DRA witness Fagan testified that “the risk of not procuring now is minimal
if not zero,” and that there is not a technical reliability risk in waiting another two
years to make the LCR determination.*#® DRA’s concern is that the Commission
could authorize procurement of fossil-fuel plants now, when preferred resources
may materialize soon which would obviate the need for some fossil fuel
resources. Alternatively, DRA recommends that there be an opportunity to
revise the LCR need determinations after 2012 planning assumptions are
finalized.***

DRA has significant concerns about the ISO models for LCR needs. Fagan
testified:

...the CAISO’s modeling analyses overestimate the range of
deficiency of resources needed to meet 2021 local capacity
requirements in the LA basin... primarily by either excluding
or minimizing the effect that preferred demand side resources,
including uncommitted energy efficiency and demand
response, can have on projected peak load in these areas by
2021.749°0

Fagan calculates that LCR needs are lowered by more than 40% from the
ISO’s estimates of ;8701870 to 2664 MW in the Environmentally Constrained
scenario (see Table 2) to only 828 to ;2071207 MW when the additional resources
are included in the Environmentally Constrained scenario sensitivity analysis (see

Table 3).5%!

647 Exhibit DRA-6 (Fagan) at 4.

4748 RT 924.

4849 Exhibit DRA-3 (Spencer) at 12.

4950 Exhibit DRA-1 (Fagan) at 2-3.

%1 Exhibit DRA-1 (Fagan) at 2-3, 12-20. There are some methodological differences
which cause a variation between DRA’s figures and the ISO’s figures.
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Fagan testified that the ISO’s primary modeling estimates are too high
primarily because they exclude all uncommitted energy efficiency and all
demand response resources. He believes these resources will be available and
should be considered when planning for future year procurement needs.>*>2
Fagan recommends reducing the ISO forecast by 957 MW of uncommitted energy
efficiency and +,5501550 MW of demand response.”®® Fagan acknowledges that
these figures are part of a load and resources table, which is a simpler tool than
the ISO’s power flow model, and does not consider sub-areas; nevertheless, he
contends that DRA’s method is appropriate for a procurement proceeding.

DRA witness Spencer testified that the ISO has not properly accounted for
the amount of preferred resources (including demand response, energy efficiency
and renewable resources) expected to be available to reduce load or meet
electricity demand. He maintains that “failure to adequately account for such
resources increases the risk of over-procurement,”*** including underutilized
assets and “crowding out” of preferred resources. Further, over-procurement
poses the risk of additional expenses for ratepayers.>*>® In other words,
ratepayers would pay to reduce load and increase supply, but would then (under
the ISO recommendation) also be required to pay for additional supply as if the
tirst set of funded initiatives did not exist.

Spencer also contends State policy goals should be given weight when
considering the ISO 2021 local capacity needs recommendations. Specifically,
California Governor Brown recently called for the development of 12,000 MW of
distributed generation by 2020.>°¢ While the ISO recommendation of the

52 Exhibit DRA-1 (Fagan) at 17.

23 Exhibit DRA-1 (Fagan) at 18, Table RF-2.

5354 Exhibit DRA-3 (Spencer) at 1.

455 Exhibit DRA-3 (Spencer) at 3.

%56 Governor Jerry Brown, Clean Energy Jobs Plan at 3; June 2010.
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Trajectory scenario includes 339 MW of distributed generation for the LA basin
local area, it also modeled (but did not recommend) the Environmentally
Constrained scenario with 5391519 MW of distributed generation. DRA
supports using the Environmentally Constrained scenario because DRA contends

it is in line with California’s commitment to distributed generation goals.>*>

3.4. TURN Position

TURN recommends that the Commission authorize procurement sufficient
to satisfy 2/3 of the LCR needs sought by the ISO, due to problems with the ISO
forecasts. Specifically TURN witness Woodruff contends that the ISO forecasts
are “moving targets” that can vary significantly with each new iteration of the
study.>”>® TURN contends that both over-procurement and under-procurement
would be costly, but that the ISO ignores the potential costs to ratepayers and
focuses only on the “extremely low risk of criteria violations that could
potentially result from significant shortage under extraordinarily stressed system
conditions.”**>

TURN recommends that the Commission task SCE with procurement of
any new local resources authorized in this docket, as the only practical option.
TURN recommends that the Commission adopt one or more mechanisms to
mitigate potential market power issues and other LCR procurement challenges.
Possible mitigations measures include:

e Holding RFPs to seek the most competitive replacements
for OTC resources, even in sub-areas in which there are
currently no known alternatives to an OTC unit. Such
RFPs should solicit both conventional generation and
non-fossil alternatives.

5657 Exhibit DRA-3 (Spencer) at 8-9.
758 Exhibit TURN-1 (Woodruff) at 7-9.
%59 TURN Opening Brief at 6.
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e Providing minimum and maximum procurement targets to
ensure truly needed amounts are procured but prevent
procurement of capacity that will not necessarily be
needed.

e Implementing some type of “circuit breaker” mechanism to
allow procurement of lower amounts of capacity should
prices of one or more bids greatly exceed a reasonable cost.

e Providing procurement in the most logistically challenging
areas first, such as the Ellis and Moorpark sub-areas.>®

3.5. Environmental Parties’ Positions

CEJA, NRDC, Sierra Club and WEM all contend that the ISO local capacity
methodology should not have excluded significant amounts of uncommitted
energy efficiency, CHP, demand response and energy storage. CEJA claims that
“CAISO’s results are inherently conservative and call for greater MW than will
actually be needed.”®*! NRDC claims “the amount of efficiency included in the
CAISO’s assessment of local capacity needs is unreasonably low because it
excludes all savings from future energy efficiency policies, as well as some that
were recently adopted.”**%? Sierra Club contends that the ISO “uses worst case,
unrealistic assumptions,” such as modeling for outages which have not occurred
in the last 10 years.®*® WEM argues that omitting certain categories of
uncommitted energy efficiency “will lead to major forecast errors.” %%

Vote Solar recommends the Commission make a finding of LCR need for
the total of the LA basin local area and the Big Creek/Ventura local area of
between 800 MW and 7001700 MW, depending on location.**®®> However, Vote

Solar recommends authorizing SCE to procure some of the identified LCR needs

960 Exhibit TURN-1 (Woodruff) at 2-3.
6061 Exhibit CEJA-1 (Powers) at 4.

6162 Exhibit NRDC-1 (Martinez) at 1.
6263 Sjerra Club Opening Brief at 5-6.
6364 Exhibit WEM-1 (George) at 10.

6465 Vote Solar Opening Brief at 2, 4-5.
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via gas-fired plants (preferably in the most efficient locations), but to wait a few
years to see how much uncommitted energy efficiency, demand response and
distributed photovoltaic installations will be available for delivery to reduce LCR
needs by 2020.5%

CEJA’s analysis foresees additional resources, including additional
transmission fixes, which can lower the LCR need in the LA basin local area for
2021. CEJA contends that these added resources tend to be available when most
needed and are distributed geographically. CEJA claims that the ISO’s failure to
consider or include uncommitted energy efficiency, demand response,
incremental CHP and all available distributed generation is unreasonable. CEJA
concludes that, after including these additional resources, the actual LCR need
under each of the four RPS scenarios is “likely zero.”®®” Sierra Club also
recommends a finding of zero LCR need for the LA basin local area.®"*

CEERT contends that the ISO assumed higher customer loads than
adopted as State policy, inconsistent with the Loading Order. While CEERT is
concerned that the ISO’s forecasts are based upon relatively rare contingencies,
CEERT does recommend finding procurement of no more than 48661800 MW for
LCR needs in this proceeding.®®® However, CEERT wants the Commission to
identify eligibility requirements and performance metrics for preferred resources
that can meet LCR needs, before authorizing LCR procurement.®”? CEERT

would allow non-traditional resources (those other than gas-fired resources) to

6566 Exhibit Vote Solar-1 (Gimon) at 4-5.
667 Exhibit CEJA-3 (May) at 2-3.

6768 Sjerra Club Opening Brief at 19.
6869 CEERT Opening Brief at 30.

70 CEERT Opening Brief at 4-5.
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submit bids in any solicitation to fill this need, consistent with the Loading
Order. 7t

3.6. Other Party Positions

PG&E recommends that the LCR need determination should be based on
the ISO study, because the ISO uses a conservative approach without
modification for uncertain resource availability. PG&E also recommends that the
Commission not establish any preferred resources set-asides in this
proceeding.””? SDG&E recommends that the ISO’s LCR determinations should
be accorded considerable weight by the Commission. SDG&E endorses SCE’s
position that SCE be authorized to procure up to the LCR amounts recommended

by the ISO, with review by the Commission of SCE proposed contracts.””?

LECA contends that n neration can rational in 1 han
7 rs in some circumstan h ing plan h int of
nstruction nl ing for an option ild if n r LECA
h mmission 1 horiz lopment contr hat incl
rmitting and si lopmen not incl nstruction, effectivel
reating an option for i lopment of n neration if and when it i
n 7+ CLECA al ntends that the I i ligations with r
rid reliability, recommen r-procurement compar hat are requir
nder NER E ndards, leadin iver T 75

IEP contends there is a need for some form of replacement capacity for the

potential retirement of at least some OTC units, and that IOUs should procure

771 Exhibit CEERT-1 (Caldwell) at II-3 - I1-4.
#72 PG&E Opening Brief at 4-9.

7273 SDG&E Opening Brief at 3-11.

7 CLECA Opening Brief, p. 28.

> CLECA Opening Brief, pp. 12-19.
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LCR resources through competitive solicitations, or cost-of-service contracts.”7
IEP recommends a “somewhat more conservative approach” to determining LCR
needs in order to ensure that firm load curtailments do not occur.”#”” IEP
proposes an “Incremental Need” calculation to set procurement targets; the
Commission would authorize IOUs to procure resources at the level
recommended by the ISO, but acknowledge that other resources might become
committed in the future.””®

EnerNOC criticizes the ISO for leaving various preferred resources out of
its forecasts, focusing on the exclusion of demand response resources.””
EnerNOC recommends the Commission find an LCR need for the LA basin local
area of 24002400 MW minus a MW amount reflective of expected growth of
preferred resources in the local area, as an interim target. EnerNOC recommends
the Commission reconsider the level of LCR need in the next
long-term procurement proceeding, expected in 2014.77%

Calpine recommends that any procurement authorized in this proceeding
to satisfy LCR needs not be granted until system needs have also been
determined in Phase 2 of this proceeding. Calpine contends that such an
approach will put the IOUs in a better position to identify the least cost/best fit
mix of resource options to satisfy both local and system needs.”! Calpine also
recommends adopting procurement rules to ensure all viable technologies,

resources and solutions are considered by the IOUs to satisfy local and system

7376 Exhibit IEP-1 (Monsen) at 5-11.

7477 Exhibit IEP-1 (Monsen) at 20-21.
7578 Exhibit IEP-1 (Monsen) at 5-11.

7679 EnerNOC Opening Brief at 4-15.
7780 EnerNOC Opening Brief at 15.

7881 Exhibit Calpine-1 (Barmack) at 1, 4.
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reliability needs. This would include gas-fired plants, preferred resources and
transmission alternatives and upgrades.”®2

AES calculates a need for approximately 2300 MW at certain OTC locations
in the LA Basin local area. Therefore, AES finds the ISO recommendation for
approximately 2,4002400 MW at effective locations to be consistent with its own
analysis.®’?

CCC disagrees with the ISO that uncommitted energy efficiency and CHP
should be excluded from LCR forecast models. CCC argues that the ISO’s
reliance on the CEC’s IEPR misses more recent developments with regard to
CHP. Specifically, CCC points to Commission approval of the “QF/CHP
Settlement Agreement” in D.10-12-035 which has led to IOUs conducting their
initial Request for Offers (RFOs) to procure 2000 MW of CHP capacity.®*#* CCC
also cites to more recent CEC efforts to update its projections for future CHP
development in California.®**

ANR endorses the ISO’s Trajectory scenario estimate for the LA basin local
area, but has strong reservations about the future availability of SONGS and a
600 MW transmission transfer. ANR contends the risk of over-capacity is smaller
than the risk of under-capacity.®* ANR recommends that Track 1 of this
proceeding be continued after the Commission decision issues for the purpose of
adjusting the determined LCR need, in order to take into account new

information contained in the upcoming ISO 2012-2013 Transmission Plan.®#”

7982 Exhibit Calpine-1 (Barmack) at 5.
8983 Exhibit AES-1 (Ballouz) at 1-2.
8184 Exhibit CCC-1 (Beach) at 6-7.

855 Exhibit CCC-1 (Beach) at 7-8.,

386 ANR Opening Brief at 21.

8487 ANR Opening Brief at 22.

- 32-



R.12-03-014 ALJ/DMG/1s6 DRAFT (Rev. 1)

4. Long-Term Local Capacity Requirements for LA Basin
Local Area — Discussion

4.1. Statutory Guidance

The Legislature has stated its policy goals relating to reliability,
reasonableness of rates, and a commitment to a clean environment in the
“Reliable Electric Service Investments Act,” codified as § 399(b). This statute
protects these divergent interests by ensuring investments in the integrity of the
grid, in a sizeable and well trained utility workforce, in cost-effective energy
efficiency improvements, in a sustainable supply of renewable energy, and in
research and development that will advance the public interest.

The Commission is also bound by the RA Requirements in § 380.
Section 380(c) states:

Each load-serving entity shall maintain physical generating
capacity adequate to meet its load requirements, including,
but not limited to, peak demand and planning and operating
reserves. The generating capacity shall be deliverable to
locations and at times as may be necessary to provide reliable
electric service.

The implementation of RA serves to ensure system reliability as well as
siting and construction of new resources. Section 380 requires LSEs to maintain
100% of forecast load available as well as a 15% reserve. LSEs are also required
to demonstrate to the Commission that sufficient Local RA resources have been
procured in order to meet the needs of transmission constrained Local Areas.

A primary responsibility of this Commission is to ensure reliability in the
electrical system. It would neither be prudent nor responsible to allow the
system to fail and the lights to go out when we reasonably could have avoided
such deleterious outcomes. Similarly, the primary mission of the ISO is to ensure

reliability in the California electrical grid. Section 345 states:
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The Independent System Operator shall ensure efficient use
and reliable operation of the transmission grid consistent with
achievement of planning and operating reserve criteria no less
stringent than those established by the Western Electricity
Coordinating Council and the North American Electric
Reliability Council.

A significant difference between the ISO’s reliability mission and the

Commission’s reliability emphasis is that the Commission must balance its

reliability mandate with other statutory and policy considerations. Primarily,

these considerations are reasonableness of rates and a commitment to a clean

environment. These considerations stem from both statute and Commission
policy consistent with statute.
Regarding reasonableness of rates, § 451 states in pertinent part:

All charges demanded or received by any public utility... shall
be just and reasonable. Every unjust or unreasonable charge
demanded or received for such product or commodity or
service is unlawful.

Further, § 454 states:

Except as provided in Section 455, no public utility shall
change any rate or so alter any classification, contract, practice,
or rule as to result in any new rate, except upon a showing
before the commission and a finding by the commission that
the new rate is justified.

There are a number of statutes which require the Commission to
implement procurement-related policies to protect the environment. Asa

primary example, the Commission’s RPS program is established in

§§ 399.11-399.31. As discussed in Section 2, the Loading Order was established

both in the Energy Action Plan and in statute.

In this decision, we strike a balance among the Commission’s three

primary statutory directives for ensuring reliability, reasonable rates and a clean
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environment. We cannot, and will not, sacrifice or ignore any of these
imperatives. Nor need we do so; the record in this case supports outcomes
which enable us to accomplish all our goals, meet statutory requirements and
direct utilities to procure sufficient levels of diverse resources in a timely manner
at a reasonable cost so as to ensure reliability. We now turn to the specific
details.

4.2. Assumptions

ISO witness Sparks acknowledged that forecasting one year ahead is
easier than 10 years out, with the 10-year forecast entailing more uncertainty on
many factors.®*® Referring to the sensitivity analysis of the Environmentally
Constrained scenario (which includes assumptions of more distributed
generation, more uncommitted energy efficiency and more demand response
than the Trajectory scenario), Sparks testified that the ISO study methodology
“would need to be revisited if we were to actually see these types of changes to
the resource supply in the area.”*® Because of the difficulty in assessing
forecasts 10 years into the future done for the first time, it is necessary to
carefully assess the assumptions in such forecasts and to build in a method to
revisit the forecasts when more information is available.

Sparks further testified:

The ISO has no basis for expecting that uncommitted energy
efficiency and uncommitted combined heat and power
generation can be counted on for meeting local reliability
needs beyond the committed programs that were included in
the CEC’s officially adopted demand forecast.”*

However, we do have a basis for considering an estimate of such resources
in our analysis. We discuss such estimates below.

8588 RT 79.
8689 RT 81.
890 Exhibit ISO-1 (Sparks) at 15.
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Sparks claims that “the consequences of being marginally short versus
marginally long are asymmetrical” because “a marginal shortage means a loss of
firm load, which puts public safety and the economy in jeopardy, whereas a
marginal surplus has only a marginal cost implication.”**! DRA disagrees. DRA
witness Spencer cites costs reaching over one billion dollars (plus annual
maintenance costs) as being very significant and not simply marginal.**? In
addition, there are significant environmental detriments to building and running
more fossil-fuel power plants than necessary.

ISO witness Millar agrees that if reliability needs are met through natural
gas generation, but more distributed generation occurs than the ISO forecasts,
this would increase ratepayer costs (although he contends “that is a consequence
of having to move forward in the face of uncertainty.”:)** Presumably,
increased ratepayer costs would also occur if more energy efficiency or other
resources than in the ISO models came to fruition. On the other hand, as already
noted herein, the ISO contends that delaying procurement can result in lost
opportunities due to a potential seven to nine year lead time for certain plants to
go from proposal to operational.

We agree with the ISO that under-procurement entails significant risks.
We also agree with DRA and others that over-procurement entails significant
risks. We do not agree with the ISO that one error is necessarily more

problematic than the other; neither error is desirable if avoidable. Nor can the

891 Exhibit ISO-2 (Sparks/Millar) at 4; Exhibit DRA-3 (Spencer) at 16, citing Rebuttal
Testimony of Robert Sparks on Behalf of the California Independent System
Operator Corporation, A.11-05-023, June 4, 2012 at 3.

892 Exhibit DRA-3 (Spencer) at 16, citing PG&E's pending Oakley power plant
Application (A.12-03-026).

9% RT 474.
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consequences of either outcome be easily quantified; neither the ISO nor anyone
else has quantified these consequences.****

Our intent is to neither authorize over-procurement nor
under-procurement. However, the procurement process is of necessity imperfect
because it relies on future forecasts. One benefit of a long planning horizon is the
opportunity to adjust to the inevitable changes in circumstances. We will balance
the potential for lost or limited opportunities to procure certain resources with
long lead times against the opportunities to reconsider circumstances in the
future.

The ISO used power flow modeling to develop its scenarios to forecast
LCR needs. SCE agrees with this approach because it takes into consideration
transmission constraints and limitations in specific local areas.®*® DRA proposes
using a load and resources table. While DRA’s approach has its benefits, there is
general agreement that the ISO’s modeling is more sophisticated and precise. We
find the use of the ISO’s power flow modeling to be reasonable for these
purposes.

Sparks agreed that the precision of the ISO’s power flow simulation is
“completely dependent” upon the accuracy of the input assumptions, and that if
the input assumptions vary, then the results would vary.**® Therefore, it is
important to consider whether any major assumptions used by the ISO should be

revisited.

219 RT 499-503.
929 Exhibit SCE-2 (Cabbell) at 16.
%% RT 167.

- 37-



R.12-03-014 ALJ/DMG/1s6 DRAFT (Rev. 1)

4.2.1. One-in-Ten Year Load, with Two Major
Contingencies

The first question is whether the ISO’s general methodology is reasonable.
In our RA proceedings, we use ISO forecasts with a one-in-10 -year load forecast,
with two major contingency outages, to assess LCR needs one year in advance.
In this proceeding, the ISO for the first time extended this methodology out to
10 years in advance.

A number of parties question whether the ISO’s approach is appropriate.
CEERT and others raise the issue of whether we should authorize procurement
of up to several thousand MW of capacity based on a rare set of
circumstances - essentially (as CEJA puts it) a “scenario that two import
pathways to SCE’s territory are unavailable on the hottest day in 10 years.”*%”
ISO witness Sparks testified that this situation in the LA basin local area has
never occurred in the last 10 years.””® The ISO did not analyze any scenario with
only one contingency.

We recognize that the ISO models use assumptions of rare and unusual
circumstances, which may never occur. However, this methodology is
well-tested in our RA proceedings as a means of procurement of resources for
local reliability purposes. As PG&E points out, the Commission must ensure the
system will be reliable under a variety of possible future states, including a high
load stress condition.**” While the circumstances underlying the methodology
are (hopefully) rare, the consequences of not having sufficient resources in such a

rare situation would be extremely serious. We generally will use the ISO

%497 CEJA Opening Brief at vii, 6-8.
%% RT 120.
%9 PG&E Opening Brief at 6.
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methodology for consideration of LCR needs, with the caveats concerning inputs

discussed herein.

4.2.2. OTC Plant Compliance Schedule

The next question to consider is whether the OTC plants are likely to retire
according to the compliance schedule presented in Table 1 herein. The schedule
determined by the SWRCB is beyond our jurisdiction. However, we can consider
relevant factors in the record that might influence whether the schedule will
hold.

ISO witness Sparks testified that the ISO participates in a SWRCB
committee called the Statewide Advisory Committee on Cooling Water Intake
Structure (SACCWIS). In that committee, Sparks stated that the ISO “would seek
to adjust the [OTC retirement] schedule” if it determines that reliability cannot be
met within the schedule.””1? If the retirement schedule is delayed for one or
more plants past 2020, there could be a reduction in the local reliability need for
the
LA basin local area. In addition, Sparks testified that the continued operation of
OTC plants was one possible way to meet local needs.

ISO witness Millar testified that there are a range of mitigation options in
lieu of the addition of generation by SCE, if reliability cannot be met. He
continued that these options may “fall within our current framework and our
current authorities as well as should we be seeking additional authorities in order
to advance the necessary reinforcements.” For example, continuation of
procurement already under ISO contract and consideration of load-shedding are
other options. However, he also stated that while “[t]here is no framework to

simply delay compliance with once-through cooling” retirement deadlines,
#7100 RT 193 - 194.
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working with the SWRCB to consider changing deadlines would be an option
(but not “a given”).?10
If the Commission authorizes procurement based on the current OTC plant
closure schedule, there could be over-procurement to the detriment of ratepayers
and the environment if the plants do not close as scheduled. DRA contends that
several OTC plants in the LA basin local area have asked for partial deadline
extensions of up to six years.”?2 DRA claims that the SACCWIS in March 2012
recommended considering extension deadlines on a unit-by-unit basis.**1%
CEJA contends that SWRCB OTC policy does not require any coastal OTC plants
to actually retire, but allows these plants to remain operating should they comply
with one of two tracks in the OTC policy (new cooling technologies or
unit-by-unit measures to reduce marine impacts:). CEJA claims many OTC units
will not retire but will comply with one of the two tracks.***1 CLECA points out
h laying implementation of the OT licy is an option for some limi
ri f time if i little longer to implement full mitigation of the LCR
consequences of this policy or to resolve some of the uncertainties that are
rrently driving th f LCR mitigation.!®
We are aware of some efforts by specific OTC plant owners to comply with
one of the SWRCB tracks to avoid retirement. However, there is at this time

insufficient evidence that any change to the OTC deadlines in Table 1 will occur.

HAs CLECA itm hat the I ill lay in the OT
losure schedule in order to ensure ongoing reliabili hil n
ntici h lay, if any extensions to OTC closure deadlines do occur, this

%8101 RT 447-456.

2102 Exhibit DRA-2 (Siao) at 5.

0108 Exhibit DRA-9.

0104 Exhibit CEJA-1 (Powers) at 27-30.

105 CLECA Opening Brief, p. 25.
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can be taken into account in future procurement proceedings or in review of a
procurement application by SCE. At this time, it is reasonable to accept as a fact
that, based on information available today, OTC plants will close as per the

SWRCB schedule in Table 1.

4.2.3. Transmission

DRA contends that there are transmission fixes that may be able to offset
some of the local capacity needs identified by the ISO. However, DRA
acknowledges that it remains unclear whether additional cost-effective
transmission solutions are available that can reduce LCR need, and recommends
further study.**21%

SCE agrees with DRA that the ISO did not consider certain transmission
mitigation that could reduce LCR need,'*"” but contends that the ISO’s
transmission infrastructure assumptions are reasonable.'**!® SCE witness
Cabbell testified that every year SCE evaluates the transmission grid and (with
the ISO) looks for feasible and cost-effective transmission fixes.**'? However,
she also asserts that there are challenges to reducing the local capacity need
through transmission fixes, including the viability of construction of new
transmission lines in the LA basin local area, increased need for voltage support
for upgraded transmission, and a seven-7-to -10 year lead time to put in new

transmission lines.*®*110 ISO witness Millar testified that “we have identified

the...low-hanging fruit where transmission reinforcement was a viable way to

102106 Exhibit DRA-1 (Fagan) at 4-5. Also see RT 907-910 and DRA Opening Brief at 24.
103107 Exhibit SCE-1 (Cabbell) at 8-9.

04108 Exhibit SCE-2 (Cabbell) at 16.

05109 RT 778.

106110 Exhibit SCE-2 (Cabbell) at 17-18; RT 798.
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reduce local capacity requirements” and these reinforcements were included in
the ISO forecasts.'*"1!!

CEJA contends that the ISO should have assumed in its models a 600 MW
transmission load transfer to resolve the most critical contingency for the overall
LA basin involving the Mira Loma West transmission line. According to CEJA,
this transfer would significantly lower levels of LCR in the LA basin, if
feasible.**!2 The ISO states that “it is a reasonable assumption to base the 2021
local area generation on the proposed [600 MW] mitigation.” The ISO also states
that it has had preliminary discussions with SCE on this matter, but needs to
obtain a cost and schedule for such an upgrade from SCE.**113 SCE witness
Cabbell testified that SCE has not performed any technical analysis or power
flow modeling on this proposal, which would require further investigation with
the ISO. However, she understands that this mitigation measure could be useful
for reducing the LA basin local area LCR but not necessarily the Western
LA basin sub-area LCR.**%14

We find there is no conclusive evidence that any assumptions used by the
ISO with regard to transmission capacity and contingencies are not appropriate.
It is possible or even likely that there are certain mitigation options for
transmission constraints or certain transmission upgrades which were not fully
considered by the ISO and which may become feasible. It is also possible that
certain transmission fixes may become feasible and cost-effective, including the
use of synchronous condensers, static var compensators and shunt capacitors, all

of which SCE considers annually."*!!> In future procurement proceedings and in

711 RT 421.

108112 Exhibit CEJA-3 (May) at 4-7.

9113 Exhibit CEJA-3 (May) at 6 (from ISO response to CEJA request No. 8).
HOI4 RT 782; 828.

HHI15 RT 173; 780-781.
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SCE’s procurement application, we may be able to incorporate new information
about transmission upgrades and new transmission capacity.

We find the ISO’s transmission assumptions to be reasonable for use in this
proceeding in determining LCR procurement authorizations.

4.2.4. Demand Assumptions

The ISO used the 2009 mid-energy demand case of the Final California
Energy Demand Forecast of the CEC for 2010 - 2020, prepared as part of the
CEC’s 2010 IEPR, as the basis for its demand assumptions in its power flow
models.®?!!® Tn and of itself, no party disputed that this forecast was reasonable.
We agree. However, this is not the end of the analysis. We now consider
whether there are elements of demand that should be considered in addition to
or as supplements to that forecast.

4.2.41. Energy Efficiency

The ISO included in its modeling the amount of energy efficiency included
in the CEC 2009 demand forecast (mid-energy forecast). This amount includes a
significant amount of energy efficiency stemming from programs approved by
the Commission through the IOUs (such as lighting programs and appliance
efficiency programs)*°!'” and statewide programs approved by the CEC (such as
building standards). This amount does not include any uncommitted energy
efficiency. Several parties recommend adding in some forecast of uncommitted
energy efficiency, which would decrease demand and, if located effectively,
decrease local capacity needs.

As SCE witness Cushnie notes: “Energy efficiency can’t address all of the

needs of the electric system.”***118 This includes meeting all technical

H2116 This forecast was posted on May 30, 2012 on the CEC website.
H3I7 See D.09-09-047 for the most recent Commission-approved energy efficiency

programs for IOUs.
H4lI8 RT 688.
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requirements to directly reduce LCR needs. However, energy efficiency does
directly reduce electrical demand, which indirectly reduces local capacity
requirements. The question before us is whether some amount of uncommitted
energy efficiency is certain enough to reduce demand through 2021.

IOU energy efficiency programs are eemmittedfunded on a three-year
cycle basis (with occasional one-year extensions.) After the three-year cycle
concludes, these resources are not considered committed in the CEC demand
forecast analysis used by the ISO. As DRA witness Fagan points out, this does
not mean the resources are not available. He testified that, due to the State policy
of placing energy efficiency first in the Loading Order, “it is a relatively safe bet
that funding will continue and that those resources will show up.”**>1?

NRDC contends that uncommitted energy efficiency levels in the CEC’s
2009 Incremental Impacts Report*¢120

is what the CEC stated should be subtracted from the its base forecast. The CEC
uncommitted energy efficiency forecast from 2009 included all anticipated energy
efficiency programs from 2013-2020, all building code improvements between
2006 and 2020 and all appliance standards improvements between 2005 and
2020.%7121 NRDC and CEJA list a number of energy efficiency programs which
have already been adopted and are already saving energy, but which were
excluded from the ISO forecasts because they were categorized as uncommitted.

CEJA contends that the CEC’s 2009 Incremental Impacts forecast for

uncommitted energy efficiency is actually conservative, as it includes a low

H5IY RT 904-906.

120 Tncremental Impacts of Energy Efficiency Policy Initiatives Relative to the 2009
Integrated Energy Policy Report Adopted Demand Forecast, CEC, May 2010. See
excerpts in i
Exhibit CEJA-2 at 75-77.

H7121 Exhibit NRDC-1 (Martinez) at 3-4.
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realization rate for “Big Bold Energy Efficiency Strategies” (BBEES) adopted as
goals by this Commission in D.07-10-032 and in our 2008 Energy Efficiency
Strategic Plan.***122 One of the BBEES is that all new commercial construction will
be zero net energy by 2030.**12 As evidence that the BBEES are becoming more
likely to be realized, CEJA points to Governor Brown’s Executive Order B-18-12
which calls for 50-pereent% of California state government commercial buildings
to reach zero net energy by 202512124

ISO witness Millar agreed that the CEC demand forecast from the
2009 IEPR used by the ISO did not include BBEES or other uncommitted energy

efficiency programs.*?*'* Examples of such programs already adopted or already

in place include:**1?

e (alifornia’s 2008 Title 24 Building Code;

e (California’s 2010 Title 20 Lighting Standard;

e (alifornia’s 2010 Television Efficiency Standard;

e (California’s 2012 Title 20 Battery Charge Standard;
e (alifornia’s 2013 Title 24 Building Code; and

e Several Federal standards on appliances such as water
heaters and clothes washers.

Energy efficiency is first in the Loading Order set forth in the Energy
Action Plan. Our commitment to cost-effective energy efficiency has been

consistent, and the resources we have approved for IOU energy efficiency

H8122 Exhibit CEJA-1 (Powers) at 5.

HI12 The other BBEES are: a) All new residential construction in California will be
zero net energy by 2020; b) Heating ventilation and air conditioning will be
transformed to ensure that its energy performance is optimal for California’s
climate; and c) all eligible low-income customers will be given the opportunity to
participate in the low income energy efficiency program by 2020.

20124 Exhibit CEJA-1 (Powers) at 3.

212 RT 445-447.

22126 Exhibit NRDC-1 (Martinez) at 4-5.
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programs have grown considerably over the last several years. In D.09-09-047,
we approved approximately $3.2 billion in energy efficiency funding for
2010 through 2012. As required by statute, we fully expect to continue to fund all
cost-effective energy efficiency into the foreseeable future. Recently, in
D.12-05-014, we adopted 2013-2014 IOU energy efficiency portfolios, with
estimates of 576 MW of energy savings statewide and 293 MW in SCE territory
specifically.*!?” Thus there is good reason to expect that California’s
commitment to energy efficiency will continue, if not strengthen. The likelihood
that stretch energy efficiency goals will be achieved was enhanced by the
November 6, 2012 passage of California Proposition 39, which (among other
things) provides for $500 million per year in additional energy efficiency funds.

SCE’s practice for many years has been to include certain components of
uncommitted energy efficiency in doing its own internal load forecasts.’**!*® The
ISO agrees that, to the extent uncommitted resources ultimately develop, they
can be helpful in reducing overall net demand.*'? It is entirely consistent to
assume that our ongoing energy efficiency efforts will result in continuation of
successful programs and development of improved programs. We have no
doubt that the CRUCCalifornia Public Utilities Commission, CEC and federal
programs and standards incorporated into uncommitted energy efficiency
amounts will occur, as these are already in place.

We find that amounts of uncommitted energy efficiency in programs and
standards already approved by this Commission and other agencies, but not yet

in the demand forecast used by the ISO, should result in adjustments to demand

2127 D.12-05-015, section 4.5.8. Savings here are from programs, not including

standards.
124128 RT 1032.
25129 Exhibit ISO-2 (Sparks/Millar) at 4.
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forecasts for the purpose of authorizing LCR procurement levels.®® There is a
significant amount of uncommitted energy efficiency in such programs and
standards that is certain to exist in the future. Many approved actions were
included in the 2009 CEC uncommitted energy efficiency forecasts. Not all
uncommitted energy efficiency is as certain to occur. For example, the
Commission’s BBEES are goals that may well materialize - and we intend to
actively pursue these goals -- but achievement of these laudable goals is still
somewhat speculative at this time. The CEC 2009 forecast of uncommitted
energy efficiency properly evaluates the potential savings from uncommitted
energy efficiency.

We now turn to the question of how much demand in the LA basin local
area should be reduced by uncommitted energy efficiency. NRDC recommends
a minimum amount of 24612461 MW of uncommitted energy efficiency for the
SCE territory.**!3! This figure is derived from the Scoping Memo in
R.10-05-006"1*? (the predecessor to this proceeding and part of the record in this
proceeding), and is based on the CEC’s analysis of the total amount of energy
efficiency that is incremental to its 2009 demand forecast. However, this amount
is for all of the SCE territory, not just the LA basin local area. DRA uses the same
information as the ISO uses in the Environmentally Constrained Scenario

sensitivity analysis, and recommends assuming 2305 MW of uncommitted

130 The CEC may wish to consider eliminating the distinction between forecasted
energy efficiency and forecasted uncommitted energy efficiency in the future in
favor of a single forecast of anticipated levels.

126131 Exhibit NRDC-1 (Martinez) at 6-7.

27132 Assigned Commissioner and Administrative Law Judge’s Joint Scoping Memo
and Ruling, R.10-05-006 (December 3, 2010), Attachment 1; and Corrections to
December 3, 2010 Long-Term Procurement Plans (LTPP) Scoping Memo
(February 10, 2011).
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energy efficiency in the LA basin local area by 2021. CEJA estimates ;9341934
MW of uncommitted energy efficiency in the LA basin local area by 2021.*2%13

There is a difference between using uncommitted energy efficiency levels
for projecting future demand levels and using uncommitted energy efficiency
levels for forecasting local capacity requirements. Lower demand levels do not
reduce LCRs on a one-to-one basis, but must be modeled. In addition,
uncommitted energy efficiency may not occur uniformly across the state.
Amounts must be allocated or assigned to specific areas to model outcomes. A
sophisticated power flow model can show the impacts of different demand levels
with accuracy and detail. This is exactly what the ISO did in the Environmentally
Constrained scenario sensitivity analysis. For the LA basin local area, the ISO
determined that the LCR need for 2021 is ;6421042 MW in that scenario
sensitivity analysis for effective sites, after including the CEC’s uncommitted
energy efficiency forecasts.

The ISO determination of 1042 MW in the sensitivity analysis is 828 MW
below its determination for the Environmentally Constrained scenario
(See Table 2). The only difference between these scenarios is modeling of
uncommitted energy efficiency and CHP resources. We can impute that a similar
828 MW reduction in LCR needs would occur in other scenarios.

We find that the ISO’s Environmentally Constrained scenario sensitivity
analysis includes a reasonable maximum level of uncommitted energy efficiency
for the LA basin local area. We will consider this level as part of our

authorization of what level of LCR need SCE is authorized to seek.

28133 Bxhibit CEJA-3 (May) at 2.
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4.2.4.2. Demand Response

The ISO did not include any demand response in its forecast beyond the
amount embedded in the CEC IEPR forecast.**3* As with energy efficiency,
there are various demand response programs that already exist, but were not
included in the ISO models. There are also a number of demand response
programs under development. Demand response is equal with energy efficiency
at the top of the Loading Order in the Energy Action Plan.

CEJA contends the ISO should have included more demand response in its
analysis estimating that up to 2,2242224 MW of demand response resources may
be available in the LA basin.***1% CEJA cites D.12-04-045 stating “demand
response will be an increasingly valuable resource as we pursue future policy
challenges.”***1%¢ CEJA lists a number of recent developments at the Commission
and the ISO to facilitate integration of demand resources into ISO electricity
markets._In its Opening Brief, CEJA estimates that 1064 MW of demand response

houl nsidered in the LCR calculation.'¥”

Ener laims th. E has identified an rtuni nearl |

i istin mand r n rtfoli 2017 result of h technologi

E’s Smart Grid Deployment Plan ing an itional 1 f deman
r n ntial roximatel Ener ntends th 1
me of this shoul m in the LA Basin and h ility of
r ing that area’s L.CR need.!®

29134 SCE witness Silsbee testified that price-responsive demand may be embedded in
the CEC demand forecast. RT 1040.

0155 Exhibit CEJA-1 (Powers) at 6 - 14; Exhibit CEJA-3 (May) at 2.

BH36 D 12-04-045 at 77.

137_CEJA Opening Brief, p. 35.

138 Exhibit EnerNOC-1 (Tierney-Lloyd) at I1-8.
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DRA presen idence th E’s most recent | im repor
redi 42 f demand r nse for 2020 for th rn LA Basin.”®® Thi
for not identify a level of locally di hable demand r n
r rces nor i 1 he effectiven f demand r nser rces in
r ing LCR n E witn il ified th | 4 f
mand r nse is currentl ilable in th rn LA Basin, with 102 in

the most effective locations.! It is unclear how much of these resources are
locally di habl

EnerNOC objects to the ISO’s LCR need assessment for its “failure to
include or adequately consider demand response resources in (its) need
assessment, either in terms of meeting or reducing its need.”*?!! EnerNOC
witness Tierney-Lloyd testified with regard to demand resources that “the filter
for evaluating preferred resources must not only be what is feasible and reliable
by today’s standards; but, what is likely to be available during the planning
window.” 142

We agree that demand response programs are important resources in the
California electricity system. However, there are differences between demand
response and energy efficiency. The ISO contends that demand response
programs should not be counted for local reliability purposes because there are
limitations on the use of these programs, customers are not required to shed load
when called upon, demand response programs generally do not have the

necessary characteristics (such as voltage support) of supply-side resources,*14®

139 Exhibit DRA-6 (Fagan), p. 8 (Table RF-1)

140 RT 1079, referencing Exhibit CEJA E
#2141 EnerNOC Opening Brief at 16.

3142 Exhibit EnerNOC-3 (Tierney-Lloyd) at III-2.
B4 Exhibit ISO-4 (Rothleder) at 9; RT 287.
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and the effects of demand response programs may not materialize at the times
and in the locations needed.**!44

ISO witness Sparks allows that demand response “could be used to reduce
the replacement OTC needs if the demand response is in electrically equivalent
locations and if they materialize and are determined to be feasible for
mitigation.”**1%> SO witness Millar also testified that it may be possible to
develop specific demand response programs which would be able to count for
reliability purposes, possibly including programs targeted to specific local
areas,'*”1% or to shave peak load (which would reduce the load forecast).***#”
However, there are no demand response programs at this time which the ISO
believes meet reliability criteria.

In D.11-10-003 in the RA proceeding, we adopted protocols for counting
demand response resources for reliability purposes. In that decision, we
required that, effective in 2013, demand response resources must be dispatchable
locally to count as RA resources. Millar contends that, even with this
requirement, there is “no basis yet to have...sufficient comfort that (demand
response resources) will actually reduce our local capacity needs” because it is
unclear that there will be any locally dispatchable demand response
programs. 7148

In other proceedings, we are moving forward to promote cost-effective
demand response and to integrate demand response programs as reliability

resources. SCE acknowledges the potential of demand response resources to

135144 RT 350 - 352.

136145 Bxhibit ISO-1 (Sparks) at 15; RT 204-205.
#7146 RT 352-355.

138147 RT 423-425,

139148 RT 433-434.
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address the transmission contingencies in the ISO’s analysis.*"% SCE witness
Silsbee testified that he sees “no reason” why a small amount of demand
response which now counts for local RA requirements cannot be counted toward
meeting LCR needs (although there may be limits to the ability of demand
response to meet LCR needs).*1>° However, SCE recommends additional work
regarding the economics and viability of demand response programs for
reliability purposes, and for meeting the needs of the grid and fitting in with the
transmission system. Therefore, SCE recommends more study to see if such
programs can reduce the LCR need.*?1!

We fully expect that innovative demand response programs will continue
to develop, including those that possess characteristics that are consistent with
ISO local reliability criteria. In R.10-05-006, the predecessor to the proceeding,
the Scoping Memo (Appendix 1 at 60) estimated 2842 MW of demand response
resources would be available in the SCE territory in 2020. In D.12-04-045, our
recent demand response decision, we stated:

The California Clean Energy Future plan expressly
acknowledges that in addition to its historic role as an
emergency and peak demand management tool, DR will be
able to provide a range of services that can support grid
integration of large quantities of intermittent and variable
renewable resources. The plan also articulates our collective
commitment to integrating DR into the CAISO’s wholesale
energy markets.

We reiterate our commitment to a strong demand response program
consistent with D.12-04-045. We agree with parties who contend that demand
response resources are likely to be able to provide capabilities which should

reduce LCR needs recommended by the ISO. Heweverwe-agree-with-thelSO-

#0149 Byhibit SCE-2 (Silsbee) at 12-13.
4150 RT 1044-1045.
12151 RT 607; 646.
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Speecifieally;While the ISO did not study a scenario with additional demand
response resources:, it is r nabl me th me amount of

response resour ill be 1 in the LA Basin, be locally di hable, an
available to meet LCR needs by 2020. Estimates of 2000 to 3000 MW of demand

response are clearly overly optimistic for local reliability purposes, as these
im ren ifi he LA Basin, may n locally di hable an

may not effectively reduce LCR needs.
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LCR  We willal e . orin b
long-termprocurement proceedings—order to determine a reasonable level of

mand r nse likel ilabl 202 r LCRn

nservati roach ill me a nominal level of 2 f

i hable demand r nse r r h ill ilable in the LA Basin
r LCRn 2020. Since ther r 1 1 f deman
r nse in the m ffective locations now in the LA Basin (and 54 f

] demand r nse r rces now in that ar 2020 it is likely that th.

actual amount available to reduce LCR needs in the LA Basin will be significantly
higher - perhaps closer to DRA and CEJA’s estimates of around 1000 MW. As the
Commission, the ISO and the industry work together over time to clarify the

hnical char ristics for the circumstances in which demand r n

r r houl nt for meeting local ity r iremen h as local

h incl mand r nse r r in LCR for

4.2.4.3. Distributed Generation
Under Governor Brown’s June 2010 Clean Energy Jobs Plan,

approximately 6500 MW of new CHP would be added to the grid over the next
20 years with a plan to add 12,000 MW of distributed generation statewide by
2020.#2132 The Assembly Bill (AB) 32 Scoping Plan sets a goal of 4000 MW of new
CHP by 2020.

The Commission’s commitment to expanded distributed generation is
supported by a multitude of programs, including the California Solar

Initiative{CSH, Net Energy Metering-INEM, Self -Generation Incentive Program
3152 Stats 2006, ch. 488.
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(SGIP), the Renewable Auction Mechanism (RAM), Renewable Market
AdjastmentAdjusting Tariff

(Re-MAT), Combined Heat and Power tariffs, and the Utility Photovoltaic and
Fuel Cell Programs. In 2013 the Commission will implement

Senate Bill (S5B) 1,1221122 expanding offerings to bioenergy distributed
generation projects. These programs commit IOU customers to substantial
investment in distributed generation and promise to deliver thousands of
megawatts.

The ISO fereeastsscenarios assume between 271 MW and 35191519 MW of
distributed generation-{ineladingCHP} actually will be developed in the LA
basin local area over the next tenl( years, based on the standardized planning
assumptions developed in
R.10-05-006.*#4153 Most of this appears to be rooftop solar and other small solar
installations. ISO witness Millar testified that if distributed generation increased
beyond what the ISO is forecasting, that generally would lower the local capacity
need. However, the ISO does not recommend relying on the 5491519 MW
distributed generation forecast in the Environmentally Constrained scenario, but
on a range from 271 MW to 687 MW embedded within the other three scenarios.
This is because the ISO claims the distributed generation level in the
Environmentally Constrained scenario may be an “admirable goal” but “it is not
a capacity amount that can be depended on for ensuring reliability of the bulk
power system.” 45154

The ISO does not consider it reasonable or prudent to rely on incremental

CHP programs beyond what has been considered in the 2009 CEC forecast due to

#4153 DRA similarly estimates between 347 MW and 2468 MW of new CHP in SCE’s
region by 2020.
#5154 Exhibit ISO-2 (Sparks/Millar) at 6-7.
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uncertainty that exists with regard to future increases in CHP development.
However, Millar also contends that CHP should not be excluded from meeting
reliability needs if such facilities can meet ISO technical characteristics. Further,
Millar testified, in the context of state policy objectives supporting CHP: “We
want to support [CHP] if there’s some work we can do to help those programs or
those resources meet these [reliability] needs providing they have the like
characteristics.”

As ISO witness Millar states, with regard to including energy efficiency in
a demand forecast, “we would turn largely to the judgment of the CEC in
developing their forecast.”*¢1>> We agree, and find that similar consideration
should be given with regard to distributed generation forecasts by state agencies.
We do not agree with the ISO’s decision to unilaterally dismiss the CEC forecast
of ;5191519 MW of distributed generation under the Environmentally
Constrained scenario. This forecast has the same validity as CEC forecasts in the
other three scenarios and should be considered as part of our analysis. However,
we will adopt the ISO’s recommendation to use the 339 MW projection of
distributed generation, except for uncommitted CHP.

SCE witness Cushnie testified: “CHP has some of the same characteristics
that conventional gas-fired resources would have, but they are not going to be as
effective as (gas-fired resources) in meeting the need.”*#”1>¢ CEJA contends the
ISO should have considered more CHP in its analysis, citing to the Governor’s
goals and a CARB 2008 Scoping Plan adopting a CHP goal of an additional 4000
MW of installed CHP capacity by 2020. Specifically, CEJA recommends inclusion
of at least 285 MW of incremental CHP should be included in the ISO forecast for
the LA basin local area, which is a proportion of 360 MW of incremental CHP for

46155 RT 492.
7156 RT 731.
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SCE's total territory (this amount is taken from the Scoping Memo in
R.10-05-006.) CCC presents a report showing a medium projection of 621 MW of
additional CHP by 2020.

We find that there is the potential for additional-distributed-generation-
{inelading CHP} to be realized over the ISO’s Trajectory scenario. The exact
amount that can be assumed is not clear from the record; however, it is
reasonable to assume that-a some amount of uncommitted eistributed-
generationCHP will come to fruition in the LA basin local area before 2021.
Thus, we find there will be more distributed generation than was included in the
ISO Trajectory scenario. SCE’s point that CHP may not be as effective as
gas-fired generation in meeting LCR needs is important; it is necessary to model
the impacts of increased CHP. This is what the ISO has done in the four

narios i ied; Table 3 - 6 herein sh hat the I m n
271 MW (Base scenario) and 1519 MW (Environmentally Constrained scenarios-
whieh-ineludesinereased-CHP-in-medeling1;519) of distributed generation. The
ISO’s recommended Trajectory scenario includes 339 MW of distributed

generation.—We

As with uncommi ner fficien re convin hat the I
hould have incl me projection of uncommi HP into its models. A
ith ener fficien ignificant amount of what the CE rized in 2

ncommi HP is now more certain ist. As di in

Section 4.2.4.1 herein, we find that the ISO’s Environmentally Constrained
scenario sensitivity analysis includes a reasonable maximum level of

uncommitted distributed-generationfor-the LA Basinlecalarea—We-will-

useener fficiency for the LA in local ar This same for Iso incl
he full amount of uncommi HP in the CEC for Th mbination of
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ncommi ner fficien nd uncommi HP1 r ion in LCR

n f 82 in the one [ nario which modeled this modification
will consider this level as part of our eensiderationauthorization of what level of
LCR need SCE is authorized to seek.

4.2.4.4. Energy Storage

Under California Governor Brown’s June 2010 Clean Energy Jobs Plan,
approximately 3000 MW of energy storage would be added to the grid to meet
peak demand and support renewable energy generation.

CESA recommends that the Commission closely coordinate this
proceeding with the Energy Storage Rulemaking, R.10-12-007. CESA calls for the
full integration of storage into long-term procurement planning as “a powerful

and resource adequacy-improving asset class.”***1>7 CESA contends that energy

149158

storage can meet LCR needs and, like generation, is dispatchable.

CEJA contends it is not reasonable that the ISO did not consider any
energy storage in its analysis.”"'> CEJA claims that energy storage has been
8157 Exhibit CESA-1 (Lin) at 8.

H9158 Exhibit CESA-2 (Lin) at 2.
0159 Exhibit CEJA-1 (Powers) at 14-19.
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found to be more effective than conventional peaking generation, and that both
SCE and the ISO recognize the value of storage and the increasing viability of
storage technology.

ISO witness Millar testified that, at this time, there are no energy storage
facilities on the net qualifying capacity (NQC) list for local capacity*>*1%
(i.e., eligible to be counted for RA purposes) and that the ISO has not identified
any energy storage projects in its transmission planning process.**?'! However,
he stated that there is a process by which any energy storage facilities which
emerge could be placed on the NQC list and be eligible to provide local reliability
for RA purposes.’@162 Similar to demand response resources, Millar testified that
if energy storage technologies met certain performance requirements, they could
count for reliability purposes.**1® However, he testified that “we don’t know” if
energy storage can meet ISO technical characteristics in the next ten years.*>>164

SCE witness Minick testified that there are “only a few test programs for
energy storage on our system, and they are not specifically located in areas that
would be of any benefit for LCR analysis.” He continued: “We have looked at
20 to 30 different energy storage technologies, and we have presented that
information to the Commission, and I don’t think we have found many, if any,
cost-effective.”*616>

We are examining the feasibility of energy storage technologies in
R.10-12-007. In that proceeding we are considering multiple energy storage

options to determine the cost-effectiveness of these potential resources. At this

5160 RT 347.
52161 RT 404.
93162 RT 348-349.
54163 RT 355.
95164 RT 461.
56165 RT 948.
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time we do not have sufficient information to determine how many viable energy
storage facilities will emerge between now and 2021 that can be used for local
reliability purposes in the LA basin local area (or elsewhere). We will not
consider a modification to the ISO local reliability need forecast for energy
storage for the LA basin local area at this time.
However, we intend to promote the inclusion of energy storage

technologies in SCE’s upcoming procurement process. CEJA details a number of

E ener rage initiative and proj nder hat will incr ner
storage capacity in its territory (although largely outside of the LA Basin).'®® As a
result, CEJA recommends a minimum procurement level of 48 MW of energy

storage resources, based upon a storage assumption of 100 MW for the LA Basin,
ith th rn LA Basin roximately 48% of the LA Basin.!'®” As

explained below, we will require that SCE procure at least 50 MW of energy
storage resources for LCR purposes in the LA basin local area. We view this as a
reasonable and modest level of targeted procurement of an emerging resources,
and as an opportunity to assess the cost and performance of energy storage

resources.

5. Minimum and Maximum Procurement Authorizations

As noted above, SCE recommends that we authorize a range of
procurement from zero to 3,8743871 MW. While SCE and many parties have
significant concerns about the LCR procurement levels recommended by the ISO,
SCE proposes the widest possible range of procurement flexibility. Other parties
find fault in SCE’s expansive proposal. CEJA, for example, recommends that

SCE’s proposal be rejected as “a bad idea to take an economically risky

1%6_CEJA Opening Brief, pp. 55-56.
167_CEJA Reply Brief, p. 2.
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(and environmentally harmful) scenario, and simply shift the burden of this risk
to ratepayers.” 7168

To address this concern, TURN recommends both a minimum and
maximum procurement authorization level, partially to “provide purchaser
flexibility when negotiating with bidders.”***1% SCE contends that a minimum
LCR procurement target is not useful as the specific proposals and options
available to meet the LCR need are not known at this time; instead SCE would
have the Commission finalize appropriate LCR levels in SCE’s future application
for approval of proposed LCR projects.***170

We agree with SCE that not all information is known. We can and will
further refine LCR authorization requirements in future long-term procurement
planning proceedings. However, we take seriously the ISO’s concern (seconded
by SCE and others) that there are some procurement opportunities associated
with gas-fired power plants which may be lost if there is a delay in moving
forward, due to a likely seven to nine year lead time. We do not agree with DRA
that “there is zero reliability risk of waiting to procure additional fossil
resources” for 2021.*°71 Gas-fired resources are appropriate resources to
procure for their technical reliability characteristics and for cost considerations;
however, we discuss below that procurement should be consistent with the
Loading Order to the extent possible.

We will set a minimum LCR procurement level. There is significantsome
uncertainty about what how much uncommitted energy efficiency will be
available to reduce demand by 2021, and how much uncommitted CHP will be

available to fill LCR needs. However the forecast of zero for these resources

7168 Exhibit CEJA-5 (May) at 2.

58169 Exhibit TURN-1 (Woodruff) at 22.
970 Exhibit SCE-2 (Cushnie) at 7.
60171 RT 912.
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included in the ISO Trajectory scenario is not reasonable. Therefore, the LCR
need is less than the ISO forecasts in its Trajectory Seenarioscenario. At the same
time, the record establishes that there is a significant need for LCR resources to
replace retiring OTC plants by 2021 under even-the Environmentally-
Censtrainedevery ISO scenario and sensitivity analysis. It is reasonable to
require a minimum procurement level to ensure reliability.

TURN recommends a “circuit breaker” mechanism if the Commission
allows procurement of a lower amount of capacity than the ISO recommends
(which is the maximum level SCE recommends.) The “circuit breaker” would
occur “if the prices of one or more bids greatly exceed a reasonable cost.”**172
SCE argues this proposal is not needed if the Commission does not adopt a
minimum LCR procurement target.'**'”> However, we do adopt a minimum LCR
procurement level. While we are cognizant of the potential for bids with
excessive cost, already existing mechanisms such as cost-of-service contracts and
reliance upon requests for offers provide some ratepayer protection. Further, the
Commission-established Procurement Review Groups, Independent Evaluators
and Energy Division staff review also provide important and substantive

ratepayer protections.

Adjustments to the ISO forecasts to include the maximum reasonable level

of uncommitted energy efficiency and CHP, as-well-asreasenablelevelsof-
distributed-generation{beyond-uncommitted CHP)-essentially lead to the ISO’s

Environmentally Constrained scenario sensitivity analysis. As shown in Table 2,

this analysis leads to a forecast of ;0421042 MW of LCR need for effective sites.

61172 Exhibit TURN-1 (Woodruff) at 22.
62173 Exhibit SCE-2 (Cushnie) at 9-10.
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area-However, this scenario is a derivative of the Environmentally Constrained

nario. The differen: n the Traj r nario and th:
nvironmentall nstrain nario is that the latter incl 151 f
ly-si istri neration,'”* mpar in the Traj r
nario. There is no credible evidence in the record that there will be 151
f ly-si istri neration in the LA Basin by 202
T ith the I nd others that the Traj r nario i
ropriate for rminin R n H r h rmined herein

that it is appropriate to reduce the ISO forecasts to account for the likelihood that

50% to 100% of uncommitted energy efficiency and CHP will exist, and that at

least 200 MW of locally-dispatchable demand response will exist.

The I id not provi nsitivity analysis for the Traj r nari
Iti ibl roughly calcul he im f including more ener fficien
HP an mand r nse r rces into the Traj r nario. The sol
ifferen n the | nvironmentall nstrain nario and th:
nsitivi for thi nario is the inclusion of uncommi ner
fficiency and CHP. The I h. hat these r r 1 r R
n 2 Itisr nabl me that modeling uncommi ner
fficiency and CHP into the Traj r nari Id resultin atl his much
r ion in LCR n iven that the Traj r nari r ith a higher
Rn ill me that inclusion of 100% of uncommi ner
fficiency and 100% of uncommi HP will r h. R need in th
Traj r nari In ition h rmined th ill
m nservati rojection of 2 f locally di hable deman
r nse r r
174 Some distri neration is em in th ’s demand for
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In sum, the Traj r nario LCR for houl r
maximum of 1 nt for undercoun r I ilabili
herefor minimum LCR n. f14 for th LA -ar f

he LA basin local ar
We have stated herein that potential demand response and energy storage

resources mayare likely to be able to reduce LCR needs in the future—Fhese-

annotbegua d-a ime,but-do-provide-directionalinformation. A way
of looking at this is that even if some uncommitted energy efficiency and/or CHP
resources included in the ISO forecast do not ultimately appear, there is a

reasonable likelihood that semeother resources including locally-dispatchable

demand response (beyond our conservative forecast of 200 MW) and/or energy

storage resources will appear which can similarly fill or reduce LCR needs. This-

directional-informationstrengthensAlternatively, there may also be

ransmission-rel improvements which can decr LCR n Th

itional ntial r r rengthen our determination that far lower levels
of new generation procurement are needed to satisfy LCR needs in the LA basin
local area than recommended by the ISO in the Trajectory scenario.

We will also set a maximum procurement level. SCE’s proposal for a
maximum procurement level is based on the highest ISO forecast level, given less
efficient locations.***1”> Our analysis of the demand forecast used by the ISO
convinces us that the ISO’s recommendations for procurement of LCR needs in
the LA basin local area are too high. Further, we are convinced that inevitably
changing circumstances over the next several years must be taken into
consideration. By adopting a lower maximum procurement level than the ISO

13175 SCE’s method for recommending maximum LCR levels appears to be slightly

different than the ISO’s method for calculating the upper bound for LCR needs in
each scenario. The ISO considered the least effective OTC sites in each local area,
while SCE used less effective locations in each local area.
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recommends, the maximum levels are unlikely to turn out to be too high. If our
adopted maximum procurement level is too low, there will be timely
opportunities to obtain additional resources in future long-term procurement
planning proceedings.

For determining the maximum procurement level, we reiterate that this
projection should include a reasonable amount of uncommitted energy efficiency
and uncommitted CHP. Again, this projection should also include-irectional
information regarding potential demand response and energy storage resources
which can meet LCR needs. TURN recommends that the Commission assume
that at least 50% of the long-term targets for preferred resources are
achieved.**!7® For a maximum procurement level, we should be cautious and not
assume that all the uncommitted energy efficiency and uncommitted CHP
included in this sensitivity analysis will materialize. Further, the location of

nergy efficiency and CHP installations in the LA Basin local ar nknown
his time) may n ffective in r ing LCR n han other r r

h fir neration | rrent OTC si For h of th

reasons, TURN's suggestion of assuming 50% achievement is reasonable.

164176 TURN Opening Brief at 8.
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1500 M for the west LA sub-areaof the LA basie loeal area-As with our
rmination of a minimum procurement level ill r mounts of
ncommi nergy efficien ncommi HP an mand r n
resources from the Trajectory scenario forecast of 2400 MW. For the maximum
rocurement level ill ract 4 ri from Iculation of 50%
f th f uncommi nergy efficiency and CHP ri

plus 200 MW of demand response resources. Therefore, we adopt a maximum
LCR need of 1800 MW for the West LA sub-area of the

LA basin local area.

The ISO forecasts provide a range of LCR needs depending upon location
of new capacity. The low end of the ISO forecasts assume the new capacity is
located at the most effective current OTC sites, and the high end assumes less
effective OTC sites. Our determination today implicitly assumes that new
capacity will be sited at the most effective sites. However, this may not be the
case. SCE shall use the most up-to-date effectiveness ratings in its solicitation
process.

As discussed further below, we will revisit LCR needs in the next
long-term procurement proceeding, expected to commence in 2014. It is possible
that in the next long-term procurement proceeding there will be shown to be a
need for more LCR procurement than the maximum procurement levels we
establish today. We consider today’s decision a measured first step in a longer
process. If as much or more of the preferred resources we expect do materialize,
there may be no need for further LCR procurement in this time period. If

circumstances change, there may be a need for further procurement. We are
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confident that today’s decision is the appropriate and considered step at this

time.

6. Long-Term Local Capacity Requirements for Big
Creek/Ventura Local Area

In the Big Creek/Ventura local area, the Ormond Beach and Mandalay
power plants are OTC plants with fivefour units that are scheduled to shut down
per SWCRBSWRCB regulations before 2021. In total, these units currently have
approximately 2000 MW of capacity.

The ISO recommends LCR procurement of 430 MW in the Moorpark
sub-area of the Big Creek/Ventura local area under all RPS scenarios, without a
range for effectiveness of sites. This results from a need to mitigate reliability
issues in the Moorpark sub-area of the Big Creek/Ventura local area, caused by a
contingency of voltage collapse from a potential loss of area transmission
lines.***1”7 The ISO analysis for the Big Creek/Ventura local area is consistent
with the methodologies discussed above for studying long-term local capacity
needs for the LA Basin local area.

SCE recommends deferring authorization for procuring additional local
capacity in the Big Creek/Ventura local area until the next LTPP cycle (expected
to commence in 2014). SCE contends that barriers to construction of new
LCR generation is not as difficult in the Big Creek/Ventura local area as in the
LA basin local area, because “this area does not have as many, or as stringent,
siting restrictions as the LA basin.”**¢”8 SCE further argues that newer
technology of various sizes is more likely to be the replacement generation in the

Moorpark sub-area, which may be able to be built in 5- to 7 years.**”17?

15177 Exhibit ISO-1 (Sparks) at 13-14.
166178 Exhibit SCE-1 (Minick) at 10-11.
17179 Exhibit SCE-2 (Cabell) at 20.
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DRA contends that there is no immediate need for LCR generation in the
Big Creek/Ventura local area and that ongoing review of LCR needs is required.
DRA acknowledges that there would be a loss of ;9461946 MW in the area due
to OTC retirements by 2020.'%¥1% However, based on a load and resources table,
DRA contends that there is a surplus of resources (up to ;8201820 MW) in the
Big Creek/Ventura local area when considering the effect of demand side
resources.’®181 DRA believes that it would not take as long to go through the
process to start running a new fossil-fueled power plant in the
Big Creek/Ventura local area as in the LA basin local area, due to fewer concerns
about siting.*”*¥2 DRA maintains that this timeframe would allow the
Commission to revisit whether alternative preferred resources materialize in the
area. Therefore, DRA contends the risk of not procuring now is minimal if not
zero. CEERT agrees with SCE and DRA that no LCR procurement is required to
be considered until the expected 2014 long-term procurement proceeding.**18

Calpine agrees with DRA that further analysis of the Moorpark sub-area is
needed before LCR authorization in the Big Creek/Ventura local area is granted.
Calpine sponsored an analysis that “suggests that there are potential
transmission upgrades that may reduce or eliminate the need for OTC
replacement generation in the Big Creek/Ventura local area.”*”?!# Specifically,
Calpine argues that one of several transmission alternatives was identified by the

ISO that can reduce the LCR need to 100 MW, while other transmission

168180 Exhibit DRA-1 (Fagan) at 19.

9181 Exhibit DRA-1 (Fagan) at 17-22 and Table RF-3.
0182 RT 920-922.

1185 CEERT Opening Brief at 31.

2184 Exhibit Calpine-2 (Calvert) at 2, details in at 2-11.
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alternatives suggested by Calpine can reduce the LCR need to from zero to
230 MW 173185

GenOn contends that Calpine’s examples of transmission projects are not
feasible or desirable solutions for addressing local reliability needs.**!% GenOn
contends it is necessary to adopt an LCR need determination for the
Big Creek/Ventura local area by the end of 2012 because of plant closures
expected in 2020.°!¥” GenOn contends that it will take seven years or more until
commercial operation of new gas-fired plants can commence. GenOn does not
agree with SCE that it is not as challenging to develop new LCR generation in the
Big Creek/Ventura local area.’”*!%® GenOn also discusses implementation plans it
submitted to the SWRCB for several OTC plants, including the Mandalay and
Ormond Beach Generating Stations in the Big Creek/Ventura local area. While
GenOn originally intended to keep the plants open via a compliance track
acceptable to the SWRCB, it now intends to retire (and potentially replace) the
plants by the SWRCB compliance deadline.'””*%

6.1. Discussion

As with the LA basin local area, there are questions about the ISO forecasts
for the Big Creek/Ventura local area. Here, the ISO also did not include any
values for uncommitted energy efficiency and uncommitted CHP. As with the
LA basin local area, it is likely that the ISO models overstate the LCR need for the
Big Creek/Ventura local area for this reason. Similarly, it is more likely that at

least some amount of demand response and/or energy storage will emerge in the

318 Calpine Opening Brief at 7.
74186 GenOn Opening Brief at 8.
5187 Exhibit GenOn-2 (Beatty) at 2.
76188 Exhibit GenOn-2 (Beatty) at 7-9.
718 Exhibit GenOn-1 (Beatty) at 3-5.
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Big Creek/Ventura area which can be used to meet LCR needs in the next
decade, then that there will be zero amount of these resources.

Calpine has shown that there are several transmission possibilities which
might reduce LCR needs in the Big Creek/Ventura local area. It is not clear that
all of Calpine’s suggestions are feasible. However, the ISO did identify a
non-generation (transmission) alternative similar as feasible to be completed.*”*!*"
This transmission option would result in a total OTC need of 100 MW, instead of
430 MW as proposed by the ISO.***! The ISO disagrees with Calpine about
whether this option is a superior mitigation solution in the Moorpark area,
contending that either way there would still be a need for replacement
generation.

While it may be mathematically possible to show that some combination of
preferred resources and transmission solutions could reduce the LCR need to
zero (or near zero), there are technical issues and operational benefits from
having specific types of in-area generation with the characteristics of the current
OTC plants for the Moorpark area. We find that the ISO has shown that there is
a need for this type of in-area generation in the Moorpark area, in order to avoid
adverse impacts on transmission voltages and loadings under some operation
conditions.

The ISO contends that there is a need for 430 MW of total in-area
generation in the Moorpark area, even with a viable transmission alternative (or
any preferred resources which do not have similar operating characteristics to
OTC plants.) The ISO recommendation appears to be conservative on this point,
as the ISO has not shown that 430 MW is the minimum amount of LCR need

necessary to maintain vital operational characteristics. While some in-area

8190 Exhibit ISO-23 (Sparks) at 2.
179191 Exhibit ISO-23 (Sparks) at 3.
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generation similar to existing plants appears to be necessary, some combination
of transmission alternatives and preferred resources will necessarily reduce the
LCR need below the ISO’s projections.

We cannot agree with DRA, SCE and others that it is reasonable to wait to
authorize procurement in the Big Creek/Ventura local area. Depending on
assumptions, the ISO forecasts a need for the Moorpark sub-area of the
Big Creek/Ventura local area, at least some of which must be filled by generation
with similar characteristics to the current OTC plants. The most likely locations
for new OTC-like generation are the sites of the current OTC plants. The record
shows that it may take seven years or more until operations commence in these
locations.

The combination of likely preferred resource options and at least one
viable transmission solution lead to the conclusion that less than 430 MW is
needed for the Moorpark sub-area. It is reasonable to provide SCE with a range
of procurement levels to allow SCE to take advantage of different technologies
and combinations of potential solutions. TURN’s recommendation to allow SCE

to procure up to 2/3 of the ISO’s recommendation leads to a total of

the retiring Mandalay OTC plants have an NQC of 215 MW.*#192 [t is reasonable

to assume that there is a need for approximately the same size replacement
generation. Therefore the minimum procurement level for the Moorpark

sub-area will be 215 MW. A reasonable maximum level is the 290 MW level per

#0192 As shown in Table 1, the Ormond Beach plants have a much higher NQC than
the 435 MW recommendation from the ISO. Therefore, it is not reasonable to
expect plants of this larger size to be replaced.
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the TURN recommendation. We will authorize SCE to start the process to
procure between 215 and 290 MW in the Moorpark sub-area of the Big

Creek/Ventura local area, consistent with the process described herein.

7. Procurement Process

7.1. Technical requirements for local capacity

In this decision, we have determined that SCE should be authorized to
start a process in 2013 to enter into contracts for between ;6561400 MW and
15001800 MW in the LA basin local area, and 215 to 290 MW in the Big
Creek/Ventura local area. Our determination accounts for a reduced demand
level due to more energy efficiency and demand response resources than
assumed by the ISO, and additional CHP resources. Here we discuss the process
for procurement of resources to meet these needs.

One significant issue is what technologies and resources SCE should be
authorized to procure. The ISO does not assume any particular technology
would be required to fill the local capacity needs, according to ISO witness
Sparks: “Aslong as the resources are in the location where they are needed in
these local areas, and they have characteristics of gas-fired generation, I don’t
believe the ISO has a preference on exactly what type of resources.”*#1%
Regarding distributed generation, the ISO studied a scenario with a high level of
renewable distributed generation (the Environmentally Constrained scenario).
Referring to distributed generation, Sparks suggested that further study would
be needed “to the extent that some of these nonflexible resources are very large,
and these large magnitudes are meeting local needs...we would probably need to
study all seasons and all load levels to ensure the system can continue...to
reliably operate.” #2194

B RT 201.
#2194 RT 208-209.
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SCE witness Cushnie testified that SCE is technology neutral in terms of
the resources that it would acquire.**** In general, SCE would procure resources
that will meet ISO criteria for local reliability. However, as ISO witness Millar
testified, there is no specific written protocol or tariff that can be referenced to
determine the ISO’s performance criteria for local reliability.***!% The ISO finds
that gas-fired generation meets its criteria, as well as any other resources (or
combination of resources) which have the same performance criteria as gas-fired
generation. Demand response resources and CHP may meet the ISO’s criteria,
but not at this time. It is possible that other resources will pass the ISO test as
well in the future. Of course, acquisition of more energy efficiency and demand
side resources would reduce the LCR need.

Our concern is, without knowing upfront exactly what the ISO would find
acceptable, that SCE could procure resources that would not past ISO muster. In
that case, the ISO -- consistent with its reliability mandate -- could seek
Commission action authorizing additienadditional resources (thus lowering the
value to ratepayers of already-procured resources) or could use its own authority
(or seek new authority) to contract with resources to meet local needs (also
increasing total costs). Either of these approaches is sub-optimal, both in cost
terms and in environmental terms.

SCE proposes to use existing RA program rules to assess the effectiveness
of proposed generation solutions for meeting LCR need. SCE proposes to
identify its assumptions on the effectiveness of any resource for which the RA

program does not provide clear guidance.***'%” We will adopt SCE’s proposal.

18319 RT 604.
1841% RT 355-356.
185197 Exhibit SCE-2 (Silsbee) at 5.
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The ISO states that it will work with SCE and the Commission to develop
the requirements needed for resources to compete in the procurement
process.’*¢1% We will require SCE to consult with the ISO regarding ISO
performance characteristics (such as ramp-up time) for local reliability. In its
application to procure specific resources to meet local reliability needs (discussed
herein), SCE shall provide documentation of such efforts and how SCE meets ISO
performance requirements.

7.2. Consistency with the Loading Order

SCE proposes to demonstrate that any proposed contract is consistent with
the Loading Order by identifying each preferred resource and then assessing the
availability, economics, viability and effectiveness of that supply in meeting the
LCR need.*!* Per SCE witness Cushnie, SCE would also perform a cost/benefit
analysis of the various procurement options.***2% This study would be
performed in parallel with any RFO and/or bilateral negotiations for supply.'**?"

Several parties have raised concerns that SCE’s procurement process might
not be consistent with the Loading Order in the Energy Action Plan. Vote Solar
contends that preferred resources are endowed with advantages that are difficult
to monetize or otherwise capture in an all-source RFO; for example, modularity
(ability to be deployed in smaller MW), less environmental impact, smaller sites,
and avoidance of outages and losses."””?> CEJA contends that implementation of
the ISO recommendations for how to meet LCR needs will lead to excessive and

unnecessary natural gas-fired capacity.***?® Similarly, Sierra Club contends that

86198 1SO Opening Brief at 3.

187199 Exhibit SCE-2 (Silsbee) at 4; RT 612-613; RT 627 (Cushnie).
188200 RT 626-627.

#9201 RT 650.

90202 Exhibit Vote Solar-2 (Gimon) at 2-3.

1203 Exhibit CEJA-1 (Powers) at 31-32.
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the ISO’s models “turn the Loading Order upside down by creating a framework
that favors conventional generation over preferred resources.”*%22

CAC claims there are about 60 MW of existing CHP capacity in the
Western LA basin sub-area, and 70 MW of existing CHP in the
Big Creek/Ventura local area, which were not included in ISO studies. In order
to be consistent with the Loading Order and obtain this capacity to meet LCR
needs, CAC recommends that the Commission establish a rebuttable
presumption that existing resource offers (presumably CHP) priced no greater
than the cost of new conventional fossil generation be deemed reasonable in the
IOU procurement process.**#2%

CEERT recommends a process for SCE to procure preferred resources as
part of its solicitation. This process includes consultation with the ISO and
prospective bidders to establish metrics and protocols for dispatchability and
performance of preferred resources. Next, SCE would issue a Request for
Qualification to establish the likely quantity and price range of available qualified
preferred resources. Then, a cost-effective level of transmission and
load-shedding which could meet LCR need would be established by the
Commission based on existing and new studies. Through this process, CEERT
contends there will be sufficient data available to conduct a “directed
procurement” of LCR need.*#2%

IEP recommends an all-source RFO in which all resources can compete on
an equal basis.**?” [EP proposes that any uncommitted energy efficiency and
similar resources which are unable to qualify to compete in an all-source RFO

would remain outside of the procurement mechanism until they materialize. At

192204 Gjerra Club Opening Brief at 13.
93205 Exhibit CAC-1 (Ross) at 3, 8-9.
194206 Exhibit CEERT-2 (Caldwell) at 3-4.
195207 Exhibit IEP-1 (Monsen) at 15.
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that point, these resources would be considered as committed, and reduce the
amount of demand and amount of procurement needed in future procurement

proceedings. #6208

7.3. Discussion

We have already determined herein the need to modify the ISO’s
recommendations for LCR needs in the LA basin local area to take into account
reasonably-expected levels of energy efficiency-and-distributed-generation,
demand response resources and CHP (and the potential for more demand
response resources andas well as energy storage resources to become available
which can meet LCR requirements). By assuming higher levels for these
resources than the ISO, we are promoting the policies of the Loading Order, and
reducing the anticipated LCR need.

Because the range of LCR need we establish herein includes between
50% and 100% of uncommitted energy efficiency and uncommitted CHP
resources {as well as a higherconservative forecast of distributed-
generationydemand response resources, SCE will need to ensure that these
resources do exist in the future in order to ensure local reliability. As part of our
review of SCE’s procurement plan, and when considering SCE’s procurement
application, we will require SCE to show that it has done everything it could to
obtain cost-effective demand-side resources which can reduce the LCR need, and
cost-effective preferred resources and energy storage resources to meet LCR
needs. This task includes efforts already underway and approved in other
Commission proceedings, with an eye to focusing such efforts in the specific local
geographic areas where LCR needs exist. In other words, for the purposes of

meeting LCR needs, it will do no good to procure preferred resources such as
196208 TEP Opening Brief at 5-6.
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energy efficiency outside of specific portions of the LA basin or Big

Creek/Ventura local areas.
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ithr ificall 's procurement of RPS-eligible r r
m me or all of th R n identified in thi ision, thi ision
n ny new RPS procurement pr hould foll isting RP:
rogram procuremen horizations, rul nd pr in its procurement of
r r m h, Rn In 's procurement implementation plan

discussed below, we require SCE to detail the RPS procurement authorizations

and processes that support its plans to acquire RPS-eligible resources to meet
these LCR needs.2”

We recognize that requirements regarding preferred resources must be
reconciled with the additional requirement to consult with the ISO on
performance criteria. We are confident that the dual objectives of reliability and
adherence to the policy objectives of the Energy Action Plan can both be met.

In addition to meeting reliability criteria and consistency with the Loading
Order, LCR procurement by SCE must be at least cost to ratepayers. SCE witness
Cushnie testified that SCE “has every interest to do this in the least possible cost

to the customers (because) there’s no upside to the utility in doing this

209 In its 2012 RPS procurement plan, SCE proposed that it would not hold a
licitation for RPS-eligible r rces in th ri T he 2012 RP

procurement plan. In D.12-11-016, the Commission allowed SCE not to hold a
licitation for RPS-eligible r r n in pl rallel restriction on

ability to enter into bilateral contracts for RPS-eligible resources during the same
i In D.12-11-01 7, th mmission hat “shoul rmine i

has an unmet RPS need during the 2012 solicitation cycle, we will revisit SCE’s

T not hol licitation and th T nding restriction n

bilateral contracts.” SCE should indicate in its implementation plan whether it

inten mmission reconsideration of th licitation and bilateral

contracting determinations in its 2012 RPS procurement plan.
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procurement.”**”210 We will review SCE'’s efforts at cost minimization in SCE’s
forthcoming Application. However, balancing the three criteria of ensuring
reliability, consistency with the Loading Order and cost-minimization is a
challenge.

SCE explains that it intends to capture all cost-effective energy efficiency
that can meet LCR needs.***?!! Overall, SCE further explains its intention for load
reduction resources:

For preferred resources, SCE will assess the cost-effectiveness
of such resources relative to supply-side options. If load
reduction in the local area appears to be cost-effective, SCE
will engage the CAISO to conduct transmission modeling load
flow analysis to determine the operational effectiveness of
load reduction programs and technology. SCE will reduce its
procurement of supply-side resources to accommodate the
future procurement and/or development of load reduction
programs and technologies to the extent that they are
determined to be cost-effective and operationally effective in
reducing the identified LCR need.***?!2

SCE’s process for balancing objectives with regard to demand reduction
resources is reasonable. We will also require SCE to apply a similar balancing to
all preferred resources; we agree with SCE’s recommended approach to pursue
the most competitively-priced CHP and renewable resources, consistent with
meeting LCR locational needs and technical characteristics. The remainder of
SCE’s LCR need will need to be met by supply-side resources and cost-effective
transmission upgrades.

The record shows that there may be a significant amount of energy storage
capacity and/or demand reduction from demand response resources in the next

several years which are not included in any ISO model. We have determined

197210 RT 760-761.
98211 RT 609-610.
19212 SCE Opening Brief at 5-6.
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that a significant amount of these resources may be available to meet or reduce
LCR needs by 2021, even beyond the projections in the ISO models. We
recognize there may be barriers to integration of these resources, including
technical issues regarding whether such resources can meet ISO LCR criteria. At
the same time, the prospect of additional resources to meet or reduce LCR needs
provides an opportunity to further our Energy Action Plan through additional
procurement of resources other than conventional gas-fired generation.

Because there is a strong likelihood that additional preferred and energy
storage resources not included in our maximum procurement authorization
(and potential changes to the transmission system) will be available to effectively
meet or reduce LCR needs by 2021, we will require that SCE procure no more
than 1,2001200 MW from conventional gas-fired resources in the LA basin local
area. The record shows that the most certain technology which can meet LCR
needs (from the ISO’s perspective) is gas-fired generation. In order to ensure a
base level of procurement certain to ensure reliability under the most stringent
criteria, we will require that at least ,0061000 MW in the LA basin local area be
from gas-fired generation. In addition, because we intend to promote promising
technologies with a strong potential to effectively meet LCR needs, we will
require that SCE procure at least 50 MW of energy storage resources as part of its

procurement plan for the LA basin local area.

ral parties, in their comments on the Pr Decision, recommen
h. incl requirement th m ifi mount of preferred r r
requir rocur ne rationale is that if we h minimum
rocurement level for gas-fir nd ener rager r hould al
for preferred r r nsistent with the LLoading Order. B h
Pr Decision h n modifi incr he minimum procuremen
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level, there is an opportunity to specify further how the minimum procurement
level will hi il r ire th | 1 f the minimum
rocurement level rocur hr h preferred r r

To summarize: SCE shall procure at least ;6501400 MW to meet 2021 LCR
needs in the west LA sub-area of the LA basin, using the process delineated
herein. Included in that 3,0501400 MW shall be 10001000 - 1200 MW of
conventional

gas-fired generation®**-ane,? at least 50 MW of energy storage capacity—H-SCE-

gas-fired-generation, and at least
1 f ity from preferred r I All itional r r n
he minimum r irement m 1 from preferred r r r from ener

storage resources. SCE is not authorized to procure more than 3,5001800 MW of
capacity to meet 2021 LCR needs in this part of the LA basin;-exeept-asspeeitied-
herein-withregard-te-distributed generation. All resource procurement is
expected to follow the principles of least cost/best fit within these constraints.
For example, if more than 50 MW of energy storage resources bitbids into the
solicitation process, the most cost-effective and best-located projects should be
used to fill the 50 MW requirement.

In addition to authorizing SCE to procure new generation resources, SCE
continues to be authorized or required to obtain other resources, as detailed in
decisions in the Commission’s energy efficiency demand response, RPS and other

proceedings. Nothing in this decision is intended to supersede or limit any

200 C ) | fired . | s clude CHP.
213_Conventional gas-fired generation includes CHP resources that are electrically
equivalent to conventional generation.

- 81 -



R.12-03-014 ALJ/DMG/1s6 DRAFT (Rev. 1)

authority or requirement stemming from any other commission proceeding.
SCE's efforts to obtain these resources are critical to ensuring that the
assumptions embedded in this decision will become reality and the reliability

needs in SCE’s territory will be met.

7.3.1. RFOs and Bilateral Negotiations

One way for SCE to procure the LCR resources we authorize in this order
will be to issue one or more RFOs.?*?* For example, an RFO to fill LCR needs
could specify the amounts needed, the location needed, and technical
requirements.

SCE agrees with TURN that an RFO can be very effective in determining
the most competitive options for meeting LCR needs. However, SCE requests
the flexibility to determine whether it should hold an RFO or not in local capacity
areas with limited or no alternatives, because in such a case an RFO may not
yield competitive or cost-effective results. SCE contends that such problematic
results could occur because the existing generation location has numerous
inherent advantages that it can seek to increase costs in a solicitation process.?*?°

TURN agrees that some cost-of-service contracts may be needed for OTC
unit owners in certain sub-areas where market power exists, in order to ensure
reasonable costs to ratepayers.?*2!® Vote Solar contends that an all-source RFO
could give rise to market power mitigation issues to address potentially
unreasonable costs, irreversible outcomes, and a cumbersome process to take into

account unique characteristics of preferred resources. CEJA proposes a phased

201214 GCE witness Cushnie testified that SCE conducts numerous RFO solicitations for
procurement, including all-source solicitations, RPS solicitations and CHP
solicitations. RT 686.

202215 Exhibit SCE-3 (Cushnie) at 8.

208216 Exhibit TURN-2 (Woodruff) at 3.
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RFO process, starting with a solicitation aimed at energy efficiency, then one for
demand response, and on through the Loading Order.?*#2!

IEP recommends annual all-source solicitations after setting clearly defined
performance requirements and obligations for various resource types, but
cautions that there might be concerns about whether energy efficiency and
demand response resources can be relied upon for firm capacity and
deliverability.?*?!® [EP supports cost-of-service contracts if there is an IOU
showing and a Commission finding of local market power.?**?’ GenOn also
supports use of cost-of-service contracts in the situation where a solicitation does
not yield robust results.?**22

AB 1576222 (codified as § 454.6) authorizes the use of cost-of-service
contracts to facilitate investment in the replacement or repowering of older,
less-efficient thermal generation facilities when the ISO certified that the project
is needed for local reliability. Section 454.6 states:

(a) A contract entered into pursuant to Section 454.5 by an
electrical corporation for the electricity generated by a
replacement or repowering project that meets the criteria
specified in subdivision (b) shall be recoverable in rates,
taking into account any collateral requirements and debt
equivalence associated with the contract, in a manner
determined by the commission to provide the best value to
ratepayers.

(b) To be eligible for rate treatment in accordance with
subdivision (a), a contract shall be for a project which
meets all of the following criteria:

1. The project is a replacement or repowering of an
existing generation unit of a thermal powerplant.

204217 CEJA Opening Brief at 43.

205218 Exhibit IEP-1 (Monsen) at 12-17, 21.
206219 Exhibit IEP-1 (Monsen) at 8-11.
207220 Exhibit GenOn-2 (Beatty) at 12.
208221 Gtats. 2005, ch. 374.
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2. The project complies with all applicable requirements of
federal, state, and local laws.

3. The project will not require significant additional
rights-of-way for electrical or fuel-related transmission
facilities.

4. The project will result in significant and substantial
increases in the efficiency of the production of
electricity.

5. The Independent System Operator or local system
operator certifies that the project is needed for local area
reliability.

6. The project provides electricity to consumers of this
state at the cost of generating that electricity, including a
reasonable return on the investment and the costs of
financing the project.

In situations where an RFO may not result in a reasonably priced contract,
SCE proposes a targeted bilateral negotiation that may result in a cost-effective
cost-of-service PPA option.?*”?2 SCE contends that § 454.6 provides the option of
using cost-of-service contracts to replace or repower existing generation. SCE
witness Cushnie describes the relationship between an RFO solicitation and
bilateral negotiations:

If Edison was to negotiate separately through bilateral
negotiations, the potential for a cost of service contract
consistent with the legislation... the counterparty will not
necessarily know what Edison’s options are with respect to
pursuing preferred resources with respect to transmission
solutions. So it gives Edison more leverage in those
negotiations that if we can’t negotiate a contract that is
reasonable, that we can then move to these other forms of
procurement. But if we conduct the solicitation first and
conclude that the solicitation was not competitive, we now
have reduced any sort of leverage we might have in a
subsequent bilateral negotiation because that will have
informed the counterparty that there were no competitive
options and now Edison just wants to negotiate on price. So

209222 Exhibit SCE-3 (Cushnie) at 8.
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it'’s a judgment call at the end of the day as to what makes the
most sense.***?%

It is reasonable to authorize SCE to use either or both RFOs and
cost-of-service contracts in its LCR procurement process. Both methods are
intended to fill the LCR needs identified in this order, and to do so consistent
with the Loading Order and cost minimization. We agree with SCE and other
parties that cost-of-service contracts (also called bilateral contracts) are allowed
under § 454.6 under specified circumstances which are likely to result in a
procurement process as a result of this decision. Therefore, § 454.6
cost-of-service contracts are an option that SCE will be able to use in situations
where there is significant market power that would be detrimental to ratepayers.

SCE opposes requiring all resources to bid into te a single all-source RFO.
SCE witness Cushnie contends: “Certain preferred resources just aren’t going to
be viable in (an all-source) solicitation,” and that he is not aware of a preferred
resource ever prevailing against a conventional resource in an
all-source RFO.?*?* Instead, SCE recommends studying ways to assess the
effectiveness and potential use of preferred resources separate from an RFO.*22%
SCE maintains that these studies are necessary because such programs cannot be
reasonably-be expected to be developed and bid into a utility solicitation to meet
a need that begins in 2020 and extends for ten years or more.

We agree that load reduction programs may not fit well into a typical RFO.
SCE witness Cushnie testified that “to the extent we can get comfort that the
economics and the viability are there, we can do studies to see if that can reduce

the LCR need to meet with supply side resources.”#*22 It is not clear exactly

20223 RT 641.
#1224 RT 628-629.
21225 RT 628.
#3226 RT 612.
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what SCE intends through this study process. However, we have already
assumed a significant amount of preferred resources in determining the
minimum and maximum LCR levels for the LA basin local area. SCE should
continue to assess and implement all ways to include cost-effective and viable
preferred resources to reduce LCR needs. As more preferred demand side
resources are available to meet these needs, SCE’s LCR needs will be reduced
toward the minimum authorized procurement level.

In various other dockets, we have established programs to promote the
development of cost-effective energy efficiency and demand response resources.
In order to ensure these resources will best be available to meet LCR needs, DRA
recommends that SCE should be directed to work with the ISO to determine a
priority-ordered listing of the most electrically beneficial locations for preferred
resources deployment.?**??? We agree and will require SCE to do so.

Cushnie testified that before SCE undertakes any procurement method, it
would take into account updated load forecasts and all available current
information.?*??® Thus, he recommends not locking down all the assumptions to
use for LCR procurement at this time.?**??® We agree with this approach. We
have set minimum and maximum LCR procurement levels herein. Within this
range, SCE will need to consider a variety of issues. These issues include (but are
not necessarily limited to) effectiveness of siting, changes in load forecasts,
potential cost-effective transmission upgrades, availability of SONGS and other
existing resources, and potential market power of bidders. Within the
parameters we set today, we will allow SCE managerial discretion to seek the

best mix of resources. However, as set forth below, Energy Division will review

24227 DRA Opening Brief at 30.
215228 RT 757-758.
216229 RT 760.
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SCE'’s procurement process in advance, and SCE will need to file an application

for approval of its procurement contracts.

n ifi nsideration is that the r iremen rocur |

nnot provide r I hat help meet local reliabili I nable price.”?

T hil nsiderabl lue in pursuing th: rimen

procure energy storage resources, we do not intend that SCE be required to sign
contracts from energy storage suppliers at all costs. In its application to
implement this decision, SCE shall present the required contracts for energy

r r r h mmission for roval, or h h rden h
hat it should procure 1 han he bids it recei r
nr nabl

A and DRA urge th mmission nsider OTC plants th mpl

ith SWRCB Track 2 poli +% 1 ion in r ithout retirin
ntial r r m ’s local procurement n 231 h plants m
rovi ith itional i ions an ntially 1 T
r r find that itis r nable for nsider retrofi istin
TC plan med retired in the I ies, in its procurement pr
may negotiate with existing OTC plant owners, either through an RFO or
nsistent with § 454 finance retrofits th ill r h lants’
nvironmental harm sufficientl in complian ith SWRCB policy. An

20 TURN Opening Comments on Proposed Decision, p. 4.

231 CEJA Opening Comments on Proposed Decision, p. 7. DRA Reply Comments on
Pr Decision 2
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r retrofit of an OTC facility shall com ith other 1 fi
options.

7.3.2. Energy Division Review of Selicitation ProcessSCE
Procurement Plan

SCE seeks flexibility to choose the exact circumstances and timing under
which it would utilize an RFO process or a bilateral contract negotiation in its
LCR solicitation process, including parallel use of both methods. We agree with
SCE that it is difficult in advance to know which method would be most
advantageous to ratepayers, and that SCE is in the best position to administer
this process. We will allow SCE the flexibility it seeks, subject to review of its
proeessprocurement plan by Energy Division and a subsequent Commission
application.?722

SCE shall provide its procurement plan for all required and authorized
r rces in the LA Basin and Big Cr ntura local ar Energy Division
no later than 12 fter the effecti f thi ision E may provi

rts of i rocurement plan to Energy Division earlier than 12

Specifically, we encourage SCE to present its plan for procurement of up to

12 f gas-fir neration in the LA Basin an 2 f gas-fir
neration in the Big Cr ntura local ar rlier than 12 D h
long 1 ime for th rticular r rces, it is imperative th E in th
rocurement pr including Energy Division revi n ibl
The procurement plan(s) shall incl 11 of the following:
e Alistofall licable rules an im ing th
plan;

#7252 Nothing in this decision exempts SCE from previously adopted Commission
rules on RFOs in D.07-12-052 and elsewhere.
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A il ription of how it inten rocur
resources, specifying the structure of any RFO or
alternative procurement process and related timelines;

A methodology for determining least cost/ best fit that
incl luating an ntifyin rforman
characteristics that vary among resource type (e.g. time to
start, output at various times, variable cost, effectiveness
in meeting contingencies, etc.);

h f pri nchmar ill in

determining cost-effectiveness for resources;

An lanation for hr r indicatin

whether modifications will be made to existing

rograms or if an roach will ilized;

A methodology for determining peak capacity for

r rces for which there is n rrentl r

methodology for determining Net Qualifying Capacity;
and

A methodology for determining other reliability

iliti | rt) for r rces for

which there is not a currently approved methodology

for rmining th iliti

We have reviewed the comments of parties filed in response to the
September 7, 2012 energy storage/long-term procurement workshop. Based on
those comments and the overall record in this proceeding, any sueh-RFO should
include the following elements:

a) The resource must meet the identified reliability constraint
identified by the California ISO;

b) The resource must be demonstrably incremental to the
assumptions used in the California ISO studies, to ensure
that a given resource is not double counted;

c) The consideration of costs and benefits must be adjusted by
their relative effectiveness factor at meeting the California
ISO identified constraint;
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d) A requirement that resources offer the performance
characteristics needed to be eligible to count as local
RA capacity;

e) No provisions specifically or implicitly excluding any
resource from the bidding process due to resource type;

f) No provision limiting bids to any specific contract length;

g) Provisions designed to be consistent with the Loading
Order approved by the Commission in the Energy Action
Plan and to pursue all cost-effective preferred resources in
meeting local capacity needs;

h) Provisions designed to minimize costs to ratepayers by
procuring the most cost-effective resources;

i) A reasonable method designed to procure local capacity
requirement amounts at or within the levels authorized or
required in this decision, not counting amounts procured
through cost-of-service contracts;

j) An assessment of projected greenhouse gas emissions as
part of the cost/benefit analysis;

k) A method to consider flexibility of resources without a
requirement that only flexible resources be considered; and

1) Use of the most up-to-date effectiveness ratings.

SCE shall not begin its public solicitation process until-the Energy Division
determines in writing that SCE has complied with the provisions of this Decision.
Because the process for soliciting gas-fired capacity may be simpler than for other
capacity, Energy Division may provide that the gas-fired capacity portion of
SCE'’s procurement plan can go forward first. The determination of the Energy

Division shall be final.

7.3.3. SCE Application

SCE estimates that it would take anywhere from one to two years after
today’s decision before SCE can submit an application to the Commission with

final LCR procurement contracts for Commission approval, after procurement
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solicitations, bilateral negotiations and studies for preferred resources.?***3 At
that time, SCE witness Cushnie foresees that “parties may choose to challenge the
resources we're proposing to utilize to meet the LCR need.”**?* In addition, he
agrees that SCE would not object if a party wanted to assert that there were other
preferred Loading Order resources that were available to SCE on a

cost-effective basis that SCE failed to incorporate.

All contracts stemming from the LCR procurement authorization we
establish today shall be brought to the Commission for approval in a single
application for the LA basin local area and a single application for the
Big Creek/Ventura local area (these applications may be combined if SCE
chooses). Under SCE’s schedule, the applications will be forthcoming sometime

in late 2014. However, it is not self-evident why this process should take this

amount of time. Te-the-extentthatthe Energy Divisionseolicitationreview
proecess-goes-smoothly—weWe expect that SCE'’s applications could be filed
inearlier than late2033-er-early 2014. Given the likely 7- to 9 year procurement
process for eertaingas-fired resources, we implore SCE to file its applications as
soon as practical.

In its applications, SCE shall show:

e Cost-effectiveness;

e Consistency with the Loading Order;, including a
monstration that it has identifi h preferr

resource and assessed the availability, economics, viability
nd effectiven: f th ly in meeting the LCR need;

e Procurement of between 215 and 290 MW to meet local
capacity requirements in the Big Creek/Ventura local
reliability area;

218233 RT 719-720; 733-735.
219234 RT 758.
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e Procurement of between ;0501400 and 1,5001800 MW to
meet local capacity requirements in the Los Angeles local
reliability area (including specific provisions for
conventional
gas-fired and energy storage resources); asnet

e For bilateral contracts negotiated under § 454.6, that the
project will provide electricity at the cost of

generatinggeneration, including a reasonable return on

the investment and the costs of financing the project; and

A demonstration of technological neutrality, so that no
resource was arbitrarily or unfairly prevented from
bidding in SCE'’s solicitation process. To the extent that
h ilabili iability and effectiven fr r
higher in the Loading Order are comparable to
fossil-fueled r I E shall sh hat it h

contracted with these preferred resources first.

8. Flexible Capacity
The ISO recommends that any capacity to fill LCR needs “should have

flexibility characteristics similar to the OTC generation” that needs to be
replaced.?"?> ISO witness Rothleder testified that flexible resources should:

[p]rovide dispatch flexibility between minimum and
maximum operating level[s]...can be used to respond to quick
changes in load and variations of generation from renewable
resources...can provide ancillary services...have inertia or
governor control to respond to changes in frequency and a
faster start, to respond more quickly when needed.?**2%

Rothleder further testified that LCR resources would also need to meet
other attributes of flexible conventional generation including “voltage support,

flexibility, frequency response, sustained energy supply, reliable responsiveness,

20255 Exhibit ISO-1 (Sparks) at 17.
221236 Exhibit ISO-4 (Rothleder) at 8-9.
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no significant use limitations and the ability to provide energy regulation,
operating reserves and load following.”?*%7

SCE believes that all resources that have high NQC ratings -- as
determined through the Commission’s RA proceedings -- have the potential to
meet local area needs (although some are more effective than others). SCE
witness Minick testified: “In reality, an LCR resource doesn’t need to have
flexibility. They could be a baseload resource at a certain location and meet LCR
requirements. But, it would be very nice from an operational perspective to have
flexibility.”?*2® SCE witness Cushnie testified that “you might not want to have
very stringent standards [for flexibility] in your solicitations” and SCE “can then
look at various permutations of resource mixes including preferred
resources.” 423

IEP recommends that the Commission wait for the completion of studies
by the ISO necessary to determine the need for, and the preferred characteristics
of, flexible resources before authorizing specific procurement of flexible
resources.’?? EnerNOC believes that the Commission must define flexible
attributes before requiring such attributes to be procured for LCR purposes.?¢24
EnerNOC contends that there are demand resources that provide several
operational characteristics that the ISO considers in its description of
flexibility.?242

TURN does not believe that it is important to explicitly incorporate flexible

capacity attributes into the LCR procurement process, because it is a serious

222237 Exhibit ISO-4 (Rothleder) at 8-9.

223238 RT 972-973.

224239 RT 696-697.

225240 TEP Opening Brief at 10-11.

226241 EnerNOC Opening Brief at 22.

227242 Exhibit EnerNOC-2 (Huffman) at II-1 - II-6.
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challenge to establish specific values for different dimensions of flexibility.
Further, TURN contends that new combined cycle plants and combustion
turbines likely to bid into RFOs will possess tremendous flexibility, thus likely
leading to procurement of flexible resources even without any explicit
requirement.?*¥24

CEJA recommends that the Commission not limit potential procurement to
resources that meet the ISO’s flexibility definition, as LCR procurement in RA
proceedings has never been equated with flexible capacity. CEJA points out that
the ISO’s modeling in R.10-05-006 (which is in the record of this proceeding)
showed no flexibility need for 2020.22%244

WEM recommends that the Commission consider that various preferred
resources (including demand side resources) should be able to provide certain
flexibility characteristics. WEM recommends that the Commission establish final
flexibility needs after completion of the ISO’s flexibility analysis in Track 2.22%4°

8.1. Discussion

SCE will be starting a procurement process as a result of this decision. In
procuring resources, SCE will be able to determine what flexibility components
various resources contain. At this time there is considerable uncertainty in both
the types and quantities of flexible resources that may be needed to balance
future resource needs. Preliminary ISO studies indicated a need with all OTC
resources compliant of 0 MW in the mid load scenarios, but a need of 4;6004600
MW in the high load trajectory scenario.??% The combined cycle gas turbine
resources added from the local areas to a subsequent run of the renewable
integration modeling had high capacity factors, over 75%, while combustion

228243 TURN Opening Brief at 19-20.

229244 CEJA Opening Brief at 51.

#0245 WEM Opening Brief at 6.

21246 Exhibit ISO-4 (Rothleder) at 2, 11-19.
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turbines had capacity factors close to 13%.2?2*” These results indicate that while
flexibility is an important consideration, it is unclear what exact attributes and
blend of flexible versus baseload resources are needed.

The issue of flexibility and determination of flexible attributes for LCR
needs is also currently being considered in the RA proceeding, R.11-10-023. A
decision in the RA proceeding is expected in the first half of 2013. There is no
need to make a determination on flexibility issues in this track of this proceeding.
There is also an insufficient record at this time. We cannot currently define
flexibility for LCR procurement purposes with any specificity or determine what
flexible attributes should or should not be procured by SCE.

Therefore, we will not require SCE to take into account any particular
flexible attributes in its procurement process, and will not make acquisition of
any flexible attributes a condition of approval of SCE’s forthcoming LCR
procurement application. However, SCE should identify any known flexible
attributes or characteristics of resources bid into its RFO or considered in bilateral
negotiations. To the extent that SCE can obtain flexibility in LCR contracts

consistent with other requirements, it should do so.

9. Cost Allocation Methodology (CAM)

9.1. CAM Overview

In D.04-12-048, the Commission adopted the IOUs’ 2004 long-term
procurement plans. As part of its efforts to ensure a long-term, reliable energy
supply for California customers, the Commission authorized the IOUs to recover
stranded costs associated with new PPAs and utility-owned generation (UOG)
from all customers, with the goal of providing “the need for reasonable certainty

of rate recovery.”**?*¥ By doing so, the Commission sought to address utilities’

232247 Exhibit ISO-4 (Rothleder) at 5, 7-20.
233248 D 04-12-048, Conclusion of Law 14.
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concern that they could end up over-procuring resources and incurring the
associated stranded costs given the potential for a significant portion of their load
to take service from a different electric service provider (ESP).

D.04-12-048 did not specify the actual implementation mechanism for
recovering these costs. D.06-07-029 in the 2006 long-term procurement
proceeding decision adopted the CAM, which allows the costs and benetfits of
new generation to be shared by all benefiting customers in an IOU’s service
territory. The Commission designated IOUs to procure the new generation
through long-term PPAs, and the rights to the capacity were allocated among all
LSEs in the IOU’s service territory. The allocated capacity rights can be applied
toward each LSE’s RA requirements. In exchange for those benefits, the LSEs’
customers - termed “benefitting customers” - pay for the net cost of the
capacity. 424

The basic framework for the CAM was set forth in D.06-07-029 as follows:
The IOU would contract with an Independent Evaluator to oversee an RFO for
new resource contracts. At the conclusion of the RFO, the IOU would sign a
long-term contract with the generator of a new resource. The IOU would seek
contract approval from the Commission, and at that time, select whether or not it
intends for the CAM to apply to the contract. The Commission’s decision on the
IOU’s application determines the applicable CAM based on allocating the
appropriate net capacity costs to all benefiting customers in the IOU service

area.”?Y The IOU would then request Commission approval to conduct

#4249 The energy and capacity components of the newly acquired generation are
disaggregated. The net capacity cost is calculated as the net of the total cost of the
contract minus the energy revenues associated with the dispatch of the contract.
The non-bypassable change levied is for the net capacity cost only, and the
non-IOU LSEs maintain the ability to manage their energy purchases.

295250 D.06-07-029 at 52-53.
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periodic auctions with an Independent Evaluator for the energy rights of the
resource, essentially selling the tolling right - the energy component - and
retaining the RA benefit, which it then shares with all customers paying for the
capacity.®**! D.06-07-029 at 26 explained that “benefiting customers” referred to
all bundled service, direct access (DA), Community Choice Aggregator (CCA)
customers and “other customers who are located within a utility distribution
service territory but take service from a local publicly-owned utility subsequent
to the date the new generation goes into service.” D.06-07-029 at 26 (footnote 21)
specified that current customers of publicly-owned utilities were exempt from
the CAM.

Subsequent decisions clarified and amended the CAM. D.07-09-044
presented in greater depth the procedures for the energy auctions. The
procedures established a backstop for the auctions. Should an auction fail to
produce a successful bid for the energy products, the capacity costs would be
calculated via a specified alternative mechanism.*">2 D.08-09-012 set forth that
customer generation departing load was exempt from the CAM. That decision
clarified that only large municipalizations were subject to the CAM, while
exempting other classes of municipal departing load.

Senate Bill{SB} 695, signed into law in 2009, requires that the net capacity
costs of new generation resources deemed “needed to meet system or local area
reliability needs for the benefit of all customers in the electrical corporation’s
distribution service territory” must be passed on to bundled service customers,
DA and CCA customers.***>* In order to align the CAM with the requirements of
SB 695, D.11-05-005 did the following;:

26251 D 06-07-029 at 31-32.
722 Gee D.07-09-044, Appendix A for specifics relating to the Joint Parties” Proposal,

the alternative to the auction mechanism.
238253 Gtats, 2009, ch. 337.
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(1) Removed the right for the utility to elect or not elect CAM
treatment for a resource that meets the conditions of the
statues;

(2) Widened the scope of the CAM to apply to utility-owned
generation resources, and

(3) Extended the duration of CAM treatment to match the
duration of the underlying contract, eliminating the
10 -year cap.239%4

SB 790 in 2011 codified the Commission requirement that the costs to
ratepayers for CAM procurement are allocated to ratepayers in a “fair and
equitable” manner.?*%>>>

The Scoping Memo posed three questions related to the CAM:

(1) How should the costs of any additional local reliability
needs be allocated among LSEs in light of the CAM?

(2) Should the CAM be modified at this time? and

(3) Should LSEs be able to opt-out of the CAM, and if so, what
should the requirements be to permit such an
opt-out?

In addition to the questions posed by the Commission, SSJID raised
specific questions regarding its classification as a large municipalization and the
CAM'’s application in its particular case. SSJID also questioned whether the
CAM applies to municipal departing load in general.

9.2. Allocating Costs of Local Reliability Needs Among
LSEs in Light of the CAM

The three IOUs, TURN and DRA all assert that the CAM should apply to

all generation authorized in Track 1, and net capacity costs should be allocated

239254 D.11-05-005 reaffirmed that SB 695 does not require any revisions to the
determinations made in D.08-09-012 regarding non-bypassable charges and the
CAM process.
240255 Gtats. 2011, ch. 599.
2% Nothing in this decision is intended to imply or state that the CAM applies to bundle
d procurement.
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to all benefitting customers, including bundled service, DA, and CCA
customers.*!2%7

DRA explains that “since LCR resources would provide reliability benefits to all
customers, the net capacity costs should similarly be allocated to all
customers.” #4228

AReM asserts that the Commission’s goal should be to minimize CAM
procurement.**?° AReM testified that it is only fair to allocate CAM costs when
the need creating the costs can be attributed to all customers, and not solely to
IOU bundled load. To that end, AReM maintains that the Commission must
evaluate the characteristics of the load served by the IOUs versus the
characteristics of the load served by the other LSEs in the IOU service area to
determine the different rates at which they grow. If this analysis finds that
bundled customer load is driving the peak or decreasing the system load factor,
then AReM contends bundled customers should pay for the resources necessary
to meet that need.

Further, AReM states that per its obligation under § 454.5, the Commission
should ensure that CAM procurement is needed to meet a specified reliability
need as defined by § 365.1(c)(2)(B). AReM contends that this means that the
reliability need must be incremental to the needs associated with LSEs. For
example, AReM argues that if a generation plant that “primarily” served bundled
load retired or shut down and the IOU filed for approval for CAM procurement
to replace the unit, the Commission should reject this application. According to

AReM, while “incidental reliability benefits [from the replacement unit] would

24257 Gee Exhibit SDG&E-2 (Anderson) at 9; Exhibit SCE -2
(Cabbell/ Cushnie/Minick/Silsbee) at 20-23; Exhibit TURN-2 (Woodruff) at 16; i}
Exhibit DRA-5 (Ciupagea) at 1.

22238 Exhibit DRA-5 (Ciupagea) at 1.

2329 Exhibit AReM-1 (Mara) at 5, 20.
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likely accrue to “all’ customers, bundled customers would benefit
disproportionately more, because the customers of other LSEs would subsidize
their ‘unmet needs.”***?%° Therefore, AReM reasons, CAM procurement should not
be authorized.

AReM sets forth a two-step proposal for the Commission to determine
whether a particular CAM project should be approved: (1) calculate the MWs of
unmet need, and identify what portion of the unmet need is driven by the
bundled load, and (2) if MWs of unmet need exist and are attributable to all
benefiting customers in the service area, then AReM propose six criteria to
ascertain whether the CAM should be applied in the particular case.?*>%!

The proposed criteria are:

1. The IOU’s Application requests, as required by
§ 365.1(c)(2)(A), the following: (i) approval for a specific
contract with a third party to procure generation resources;
or (i) an order to procure a specific UOG resource.

2. The Commission has previously determined that the MWs
in the Application may be subject to CAM procurement.

3. The Commission determines that the project identified in
the Application fulfill an unmet need that is not
attributable to any individual LSE.

4. The Commission determines that the project identified in
the Application is required by the ISO to meet a specific
System or Local RA need that cannot be reasonably met by
other existing resources, demand response, energy

244260 Exhibit AReM-1 (Mara) at 28.

245261 AReM proposes this criteria as a less restrictive alternative to a “benefits test” as a
means of determining when to authorize CAM procurement per § 365.1(c)(2)(A).
SDG&E and DRA both recommend that the Commission explore creating a
defined “benetfits test” for CAM procurement. See Exhibit SDG&E-1 (Anderson)
at 10-11 and Exhibit DRA-5 (Ciupagea) at 4. SDG&E suggests that “the
Commission should find that benefitting parties are those parties that have load in
the reliability area.” i}

Exhibit SDG&E-1 (Anderson) at 11.
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efficiency or other alternatives and is required to be
operational as of the timeline proposed in the IOU’s
Application to avoid degrading grid reliability.

5. The Commission determines that the project identified in
the Application benefits all customers within the IOU’s
service territory, including DA and CCA customers, by the
way in which it meets the reliability needs specified by the
ISO, as required by § 365.1(c)(2)(B).

6. Local RA projects in an IOU’s Local RA Area provide
comparable reliability benefits, as specified by the ISO, to
all customers located in the entire IOU’s service area, as
required by §§ 365.1(c)(2)(A), 365.1(c)(2)(B), and 366.2 (g).
Projects that provide the specified reliability benefits
primarily to customers located within the Local RA Area
where the project will be developed must be rejected as
inconsistent with the statutes noted.*262

The three IOUs and DRA oppose AReM’s cost causation principle, stating
that LCR resources would provide reliability benefits to all customers, and thus,

the net capacity costs should similarly be allocated to all customers.>*2%

SDG&E proposes that the Commission explicitly adopt a rebuttable
presumption that the net capacity costs of generation resources authorized to
meet system and local reliability requirements should be allocated via the CAM
to all customers within the IOU’s service territory.*#2¢* SDG&E acknowledges
that while CAM procurement must receive careful consideration, minimizing
CAM should not be the overriding consideration. As long as state policies and

246262 Exhibit AReM-1 (Mara) at 30-31.

247263 1d. at 8-9; Exhibit SCE-2 (Cushnie) at 27-28; Exhibit PG&E-1 3}
(Frazier-Hampton/Martyn/Williams) at 8 (PG&E asserts that if AReM’s cost
causation proposal is accepted, then DA and CCA providers should be willing to
agree to submit procurement plans to the Commission alongside IOUs); Exhibit
DRA-5 (Ciupagea) &t
at 1-2.

248264 Exhibit SDG&E-2 (Anderson) at 6.
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interests are served through utility procurements that provide benefits beyond
the IOU’s bundled customers, the Commission should allocate the costs via the
CAM to all benefitting customers.?¥% SDG&E also takes issue with what it
perceives as AReM presupposing that utility bundled load drives growth in peak
demand and decrease in system load factors, when these assumptions are
debatable. SDG&E states that AReM fails to address the complicated reality that
there is no “objective formula that can be devised for quantifying and allocating
reliability benefits among different customer groups.” 26

SCE states that the costs of any SCE procurement to meet system reliability
needs must be “fully recoverable and allocated appropriately” to DA and CCA
customers via the CAM.***2¢7 SCE asserts that it would prefer not to procure
beyond its bundled customers for system reliability,**?%® and maintains that it
will not procure system reliability resources unless “all benefitting customers pay
their fair share.”>%2¢

PG&E recommends allocating the costs of LCR procurement in Track 1 to
“all customers in the service area where LCR resources are added, whether
bundled, DA, or CCA customers.”?***" PG&E believes that LCR procurement in
the LA basin should be allocated to all benefiting customers in SCE’s service
territory, but not to any customers in PG&E’s service territory.>*?’!

TURN asserts that “the most reliable means of getting any needed new
capacity built is for Edison take on the responsibility of contracting for such
249265 Exhibit SDG&E-2 (Anderson) at 1-3.
250266 Exhibit SDG&E-2 (Anderson) at 8.
#1267 Exhibit SCE-1 (Cushnie) at 25.
252268 Exhibit SCE-1 (Cushnie) at 21-22.
293269 Exhibit SCE-1 (Cushnie) at 21.

#4270 Exhibit PG&E-1 (Frazier-Hampton/Martyn/Williams) at 6.
25271 Exhibit PG&E-1 (Frazier-Hampton/Martyn/Williams) at 4.
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capacity and allocate the costs to all benefit[ting] customers via the CAM.”2%%272
TURN states that AReM’s suggestions for CAM implementation would result in
DA and CCA customers paying for less than a proportionate share of the

reliability costs, and should thus, be rejected.>”?”

9.3. Discussion
Section 365.1(c)(2)(A)-(B) holds that in instances when the Commission

determines that new generation is needed to meet local or system area reliability
needs for the benefit of all customers in the IOU’s service area, the net capacity
costs for the new capacity shall be allocated in a fair and equitable manner to all
benefiting customers, including DA, CCA and bundled load. Simply put, each
customer must pay their fair share for the benefits that flow to them from the
new generation for the full life of the asset.>*?7

AReM'’s driving peak/decreasing load proposal fails to recognize the
interrelated nature of the electric system and the reality that some individual
customers of ESPs, CCAs and IOUs have static load profiles, while others are
driving the need for new resources. In addition, the retirement of existing
resources creates the need for new resources to serve customers that may not be
driving increases. Therefore, we continue the current Commission policy of
allocating CAM costs and benefits at the IOU service area level.

In addition, we do not adopt AReM’s two-step/six criteria framework.
AReM'’s approach imposes additional requirements designed to limit CAM
allocation, and appears to create a precise determination of “benefitting

customers.” However, precision is not the same as fairness. The Commission’s

296272 Exhibit TURN-1 (Woodruff) at; Exhibit TURN-2 (Woodruff) at 16.

257273 Exhibit TURN-2 (Woodruff) at 4.

28274 We note that SB 695 relieves the IOUs of limiting CAM treatment to 10 -year
contracts.
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previously adopted criteria fairly apportion costs to customers as envisioned by
past Commission and the legislature actions. While creating more complexity,
nothing in AReM’s proposal improves on the fairness of the current allocation.
Thus, the costs of local reliability needs shall continue to be allocated in

accordance with previous Commission decisions.

9.4. Should the CAM be Modified at This Time?

AReM proposes several further modifications to the CAM, including
changes to energy auction terms and the adopted program’s proxy calculation.
AReM suggests that the Commission make the current five-year maximum
ceiling on energy auctions products to a five-year minimum floor. AReM
contends that longer term tolling would more accurately reflect “the incremental
hedging value of the PPA.”*%7

AReM also opines that the net capacity cost calculation from the adopted
program should be changed to better reflect the increased ancillary service value
and value of “other products and services” provided by the new PPAs or UOG
plants beyond non-spinning reserves.?"?’¢ In addition, AReM proposes that the
Commission modify the adopted program in order to account for the options
value associated with a long-term tolling contract. By failing to incorporate this
value, AReM contends, the current CAM framework “ignores one of the primary
driver of PPA cost: the opportunity value of purchasing energy with
agreed-upon terms in a market characterized by energy price volatility.?**?”7
AReM also supports a levelized annual revenue requirement for UOG

plants in order to account for the reality the imputed capacity costs of a UOG

29275 Exhibit AReM-1 (Fulmer) at 39.
260276 Exhibit AReM-1 (Fulmer) at 39-41.
261277 Exhibit AReM-1 (Fulmer) at 42-43.
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generating plant changes over time as the plant is depreciated.?*?*” Finally,
AReM asserts that the CAM should be capped, as a “backstop to ensure
reasonable results.”?**2” AReM recommends that the Commission convenes
workshops to discuss the details of implementing some of their suggested design
modifications.

SDG&E believes that the current auction mechanism is administratively
unwieldy and not necessarily conducive to efficient capacity costs.?**?* SDG&E
supports the use of the adopted program®°?®! as an alternative to the use of an
energy auction to determine the net capacity costs for CAM resources. SDG&E
suggests that the Commission eliminate the IOUs’ obligation to auction the right
to the energy, unless the Commission directs otherwise; toward that end, SDG&E
opines that the Commission should convene workshops to construct a permanent
alternative to energy auctions.?**?? In addition, SDG&E specifically rejects
AReM'’s proposal to amend the adopted program to include all major ancillary
service products currently available in the ISO market, levelize the annual
revenue requirement for utility-owned generation, and cap the CAM.2¢728

DRA supports SDG&E’s proposal to change the energy auctions. DRA

encourages the Commission to convene workshops to explore possible

262278 Exhibit AReM-1 (Fulmer) at 44.

263279 Exhibit AReM-1 (Fulmer) at 48.

264280 Exhibit SDG&E-1 (Anderson) at 10-11. TURN, on the other hand, expressed its
support for CAM’s current energy auction approach. Exhibit TURN-2 (Woodruff)
at 3.

265281 The adopted program refers to the current CAM program, adopted in
D.06-07-029, and amended in subsequent decisions as previously laid out in this
decision.

266282 Exhibit SDG&E-2 (Anderson) at 10.

267283 SDG&E-2 (Anderson) at 6-12.
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modifications to the net capacity cost allocation, the valuation for energy and
ancillary services and pursue the reduction of capacity costs for all parties.?*#?%4
The three IOUs and TURN oppose AReM’s proposal to incorporate

ancillary services in calculating energy dispatch value.??%

SCE and PG&E align with SDG&E in objecting a levelized annual revenue
requirement,*28¢

while all three IOUs and TURN expressly object to AReM’s proposal to cap the
C AM 271287

We reject the proposed cap on CAM. We find that AReM’s proposal to
levelize the annual revenue requirement obviates the plain language of
§ 365.1(c)(2)(C), which states that the net capacity costs shall be determined by
“subtracting the energy and ancillary services value of the resource from the total
costs paid by the electrical corporation pursuant to a contract with a third party
or the annual revenue requirement for the resource if the electrical corporation
directly owns the resource.” (emphasis added.) Once the CAM contract has
lapsed, bundled customers would overpay for the depreciated value of the
generating asset capacity, while non-IOU customers would have paid less than
their fair share of the full value of the asset’s capacity value. Further, the

proposal to cap the CAM contradicts its central purpose: apportioning system

268284 Exhibit DRA-5 (Ciupagea) at 4.

269285 SDG&E-2 (Anderson) at 6-12; Exhibit SCE-2 (Cushnie) at Exhibit PG&E-1 i}
(Frazier-Hampton/Martyn/Williams) at 9-10, Exhibit TURN-2 (Woodruff) at 9.

270286 Fxhibit SCE-2 (Cushnie) at 37; Exhibit PG&E-1
(Frazier-Hampton/Martyn/Williams) at 10.

24287 Bxhibit SCE-2 (Cushnie) at 32, 37-38; Exhibit PG&E-1 i
(Frazier-Hampton/Martyn/Williams) at 11; Exhibit TURN-2 (Woodruff) at 8-9
(TURN contends that imposes a cap on CAM without simultaneously imposing a
tfloor would be discriminatory).
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and local reliability costs to all benefiting customers in an IOU service area so
that each benefitting customer pays their fair share.

We have stated an openness to revisit the energy auction mechanism
adopted in D.07-09-044.>2%® Toward that end, we appreciate the suggestions
from parties in the current proceeding to consider improvements toward the
current auction mechanism structure, including valuing net capacity costs. The
record, however, fails to provide an adequate basis upon which to
comprehensively consider and adopt any potential changes to the auction
mechanism. We may consider taking a more focused look at these issues in the

future.

9.5. CAM Opt-Out
In D.06-07-029, the Commission found the concept of a CAM opt-out

mechanism for LSEs appealing, upon the demonstration that an LSE is fully
resourced with new generation for ten years forward. However, D.06-07-029
stated “the reality is that we have no viable enforcement program or mechanism
for doing so,” such as a “multi-year RA program where an LSE could
demonstrate it is fully resourced for the next four or 10 years.”

AReM strongly supports an LSE opt-out, asserting that it is essential to
maintaining market choice. AReM’s opt-out would function as follows. Once the
Commission determines unmet need subject to the CAM, an ESP or CCA would
have the option to request an opt-out from the CAM. The LSE has until the IOUs
submit any proposed CAM projects to request an opt-out. In order to qualify for
an opt-out, an LSE would make a showing to the Commission that it has

procured adequate generation resources for a five-year period.

272288 For example, see D.11-05-005.
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AReM proposes three types of out-out: (1) Load Ratio Share Opt-Out;

(2) Load-Based Opt-Out; and (3) Customer-Based Opt-Out, which are described
in detail in its testimony. **?®° The three IOUs, TURN and DRA all categorically
reject AReM’s opt-out proposals.?42%

Each asserts that AReM’s proposed
five-year forward contract term showing is insufficient time to procure and
finance new generation resources given the reality of long lead time for building
new generation.”*?*! SDG&E contends that a CAM opt-out would encourage
LSE free riding at the expense of utility ratepayers.?*?> SCE asserts that a CAM
opt out stands in direct contrast to the Legislature’s intent to pass along costs to
all benefiting customers in a fair and equitable manner.?”?** PG&E points out
that keeping track of all the potential LSEs who choose to opt out of the CAM via
one of the three ways proposed by AReM will result in high administrative
costs.>2%

TURN asserts that AReM’s proposal would result in DA and CCA
customers paying for less than a proportionate share of the costs of local
reliability needs, with virtually no responsibility for new capacity needed to meet
load reliably.?”*** DRA argues that it is unclear how AReM’s proposal would be

enforceable to “ensure that ‘there will be no free riders’ vis-a-vis the cost of

#3289 Gee Exhibit AReM-1 (Mara), starting at 57.

274290 Exhibit SDG&E-2 (Anderson) at 13-14; Exhibit SCE-2 (Cushnie) at 38; i}
Exhibit PG&E-1 (Frazier-Hampton/Martyn/Williams) at 12; Exhibit TURN-2
(Woodruff) at 6-7; Exhibit DRA-5 (Ciupagea) at 5.

#5291 Exhibit DRA-5 (Ciupagea) at 5.

276292 Exhibit SDG&E-2 (Anderson) at 12.

#7729 Exhibit SCE-2 (Cushnie) at 39-40, which excerpts § 365.1(c)(2)(A)-(B).

278294 Exhibit PG&E-1 (Frazier-Hampton/Martyn/Williams) at 12.

#7929 Exhibit TURN-2 (Woodruff) at 7.
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capacity of new generation,”*%% and disagrees with AReM that only non-IOU

LSEs should be allowed to opt out of the CAM.?27

9.6. Discussion

The issue of a CAM opt-out is complex. AReM has properly raised
legitimate questions regarding equity of the current CAM structure. However,
while AReM’s detailed proposal of a potential opt-out structure is helpful, it is
unclear how its five-year contract term/ project life requirement would
adequately ensure investment in new resources. Further, it is not at all clear that
a CAM opt-out could be implemented without undue administrative burden.
After considering comments from parties, we find the record insufficient to
resolve these questions, and therefore do not adopt an opt-out at this time.

We will not rule out consideration of a CAM opt-out at a future date.
However, we have considered parties” positions on more than one occasion, and
declined to adopt a CAM opt-out. Therefore, we are disinclined to relitigate this
issue in the future unless all or nearly all impacted parties can agree on a specific,
detailed and implementable proposal, or there are significant changed

circumstances.

9.7. SSJID Proposal
SSJID asserts that it should be exempt from the CAM. Specifically, SSJID

recommends the Commission should “exempt all existing and future
[publicly-owned utility departing load], including large municipalizations, from
CAM responsibility.”2422%

PG&E argues that SSJID should be subject to the CAM. PG&E asserts that

the Commission has already decided in D.08-09-012 at 27-30 that the CAM
28029 Exhibit DRA-5 (Ciupagea) at 5, quoting Exhibit AReM-1 (Mara) at 19.

281297 Exhibit DRA-5 (Ciupagea) at 5.
22298 Exhibit SSJID-1 (Shields) at 4.
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applies to all large municipalization departing loads, and that SSJID fits into the
Commission’s stipulated definition of a large municipalization.?*>%

SSJID’s argument against CAM application is that: (1) SSJID’s Municipal
Departing Load (MDL) should not be classified as a large municipalization as
defined by the Commission in D.08-09-012; (2) California law does not require
that Public-Owned Utilities (POUs) or MDL of any size (including large) be
included as “benefiting customers” for the purposes of the CAM; (3) POUs do
not present the same capacity procurement risks as DA or CCA loads; (4) POU
customers may not be able to RA credits allocated under CAM; and (5) the
Commission’s alternative methodology for allocating RA costs and benefits to
large municipalizations is an approximation and is impractical . ?4%

Most of the matters raised by SSJID were addressed in D.08-09-012 and
will not be relitigated here. Regarding the definition of “large municipalization,”
D.08-09-012 at 26-27 stated:

While there is no precise measure of what constitutes a “large
municipalization,” in the context of this decision, we are
defining “large municipalization” as any portion of an IOU’s
service territory that has been taken control of or annexed by a
POU where the amount of load departing the IOUs’ service
territories due to the municipalization is of such a large
magnitude that it cannot reasonably be assumed to have been
reflected as part of the historical MDL trends used in
developing the adopted LTPP load forecasts.”

As indicated, D.08-09-012 did not specify the exact parameters for “large
municipalization.” It is not within the scope of this proceeding to determine
whether SSJID is a large municipalization. SSJID has not convinced us that other

issues it raised require any further action at this time.

28329 Exhibit PG&E-2 (Rubin) at 2.
2400 Exhibit SSJID-1 (Shields) at 3-4.
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10. Cost of Capital (COC)

SCE witness Hunt testified that SCE seeks Commission authorization to
tile a separate application to adjust its capital structure to take into account debt
equivalence issues arising from additional PPAs.?**1 Debt equivalence occurs
when rating agencies determine that the capacity costs of PPAs are equivalent to
debt for the IOUs because the payments cannot be avoided without defaulting on
the PPA.

Hunt contends PPAs arising from this decision will create significant debt
equivalents or debt equivalence on SCE'’s balance sheet that may need to be
mitigated to preserve SCE’s creditworthiness. Hunt estimates that SCE’s 2013
debt equivalence will be about $2.5 billion, while LCR procurement contracts
could increase that amount by $900 million to $2.9 billion.?30?

DRA opposes SCE’s request. DRA recommends that SCE should wait to
have the Commission consider any changes in SCE’s debt equivalence resulting
from LCR procurement until the next COC proceeding. DRA asserts that since
debt equivalence is only one of many credit risk drivers impacting SCE’s credit
rating, debt equivalence should be considered together with those other credit
risk drivers.?”% TURN points out that the Commission has addressed this issue
in several previous procurement-related proceedings and declined to approve
the relief requested by the utility. TURN cites D.09-06-018 at 58, stating that “we
will take action to address negative impacts on any utility’s balance sheet or
credit profile when warranted and necessary, and will do so in a manner

consistent with the urgency of the matter.”

285301 RT 834.
286302 Exhibit SCE-1 (Hunt) at 27.
27305 Exhibit DRA-8 (Lasko) at 3.

-111 -



R.12-03-014 ALJ/DMG/1s6 DRAFT (Rev. 1)

SCE’s capital structure is typically determined in its COC proceeding. On
April 20, 2012, SCE filed its most recent COC application. SCE’s next COC
proceeding is expected in early 2015. SCE witness Hunt testified that the point at
which SCE’s procurement PPAs stemming from this order would be included in
rating agencies’ rating as debt equivalence is generally when energy deliveries
begin under a contract.?*% Mr. Hunt also testified that to the extent that the
contract will simply replace an expiring contract, Standard and Poor’s rating
agency will impute debt as though the future contract is a continuation of the
existing contract.

SCE itself expects the process from today’s decision to
Commission-approved contracts to take about two years, or until late 2014. Any
potential impact on SCE’s COC will not commence until at least the time of the
Commission’s decision on SCE’s LCR procurement application, if not for several
years afterwards.

We will not change our policy from D.09-06-018 and previous decisions.
SCE should use its next COC application, or other venue for consideration of
COC, to seek any changes it considers appropriate due to debt equivalence for

the contracts foreseen from today’s decision.

11. Motion of Megawatt Storage Farms_(MSF)
On October 5, 2012 MegawattStorage Farms, ne(MSE}MSF filed a motion

asking the Commission to rule that energy storage should be ranked first in the
Loading Order. MSF argues that this proceeding is evaluating and deciding on
quantities of resources to be procured, and that energy storage must be
considered here. MSF notes that energy storage is not mentioned explicitly by

name in the current Loading Order, and that it is impossible for the LTPP
288304 RT 839.
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Proceeding to analyze or decide on procurements unless a decision is made on
energy storage’s ranking within the Loading Order.

MSF articulates several reasons why it contends energy storage should be
first in the Loading Order. First, MSF contends that energy storage reduces
natural gas needs for renewables integration. Second, MSF claims energy storage
reduces natural gas needs for frequency regulation. Third, MSF argues that
energy storage promotes energy efficiency by time shifting. Finally, because
energy storage does not fit into other specified categories (these categories are
entitled "new generation" and "fossil fuel, central station generation"), MSF
contends energy storage is properly placed in the first category.

Several parties filed in opposition to MSF’s motion. Opposing parties
argue that the MSF motion is untimely, that energy storage issues are being
considered in another proceeding, and that the Loading Order should not be
modified in this proceeding.

The MSF motion is denied. In this decision, we establish a solicitation
process for SCE to procure for long-term LCR needs. In this process, there will
be opportunities for potential energy storage facilities to participate; we
specifically require SCE’s solicitation process to be technologically-neutral.
Further, we require SCE to procure at least 50 MW of energy storage.

However, it is premature to consider where energy storage should be
placed in the Loading Order. As MSF acknowledges and as discussed herein, we
are considering issues related to energy storage in R.10-12-007. In that
proceeding, it is possible (though not guaranteed) that the Commission will
establish procurement targets for energy storage or otherwise provide a method
to facilitate the development of energy storage technologies. At this time, no

decisions have been made concerning the viability, cost-effectiveness or public
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interest nature of energy storage technologies in that docket. If and when such
action is taken, the role of energy storage technologies in the procurement
process can be considered.

We also note that, as discussed herein, the Loading Order was developed
in a multi-agency process and is, in part, established in statute. We do not intend
to unilaterally reconsider the multi-agency Energy Action Plan in this decision;

certainly, we cannot alter a statute here.

12. Categorization, Need for Hearings and Assignment

The assigned Commissioner is Michel Peter Florio and the assigned

Administrative Law Judge (ALJ) is David M. Gamson. ALJ Gamson is the
Presiding Officer.

13. Comments on Proposed Decision

The proposed decision of the AL]J in this matter was mailed to the parties
in accordance with Section 311 of the Public Utilities Code and comments were

allowed under Rule 14.3 of the Commission’s Rules of Practice and Procedure.

Comments were filed on ;January 14, 2013, and reply
comments were filed on by January
22,2013.

Based on comments, the PD has been modified as follows:

The minimum procurement level for the LA Basin has been

incr from 1 14 ;

e The maximum procurement level for the LA Basin has been
incr from 1 1 ;

e For the LA Basin, SCE is now required to procure at least
1 f preferred r r n
requirement in the PD);

e For the LA Basin, SCE may procure up to 600 MW of

preferred resources (as opposed to an authorization of
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250 -4 in the P i h rall 1
cap;
As with the PD, SCE is required to present contracts for at

least 50 MW of energy storage resources in the LA Basin to
the Commission for approval, or (in the revised PD) to

have the burden of proof to show that it should procure

| han he bids it recei r
unreasonable;
e The PD’s authorization for SCE to procure up to 1519 MW

of distributed generation (less amount already expected to
be procured) in the LA Basin is deleted;

The ISO Trajectory scenario is used as a starting point for
for in Rn for the LA Basin (in f the I

Environmentally Constrained scenario sensitivity analysis
in the P The ISO Traj r nario i i

account for 50% to 100% of uncommitted energy efficiency
nd CHP for h n nt for

conservative forecast of 200 MW of demand response
resources;
E is now required to consider retrofits of a power plant
lin m under n mply with r
Resources Control Board Statewide OTC Policy as a new
r rce in considering r r meet i Rn ;
A footnote in the PD is modified to allow certain CHP
r I lif rt of the 1 12

requirement for conventional gas-fired resources in the
LA Basin;
larification of the relationship between procurement

r irements in this pr ing an mmission

procurement decisions in the RPS docket;
Clarifications to requirements for SCE’s Procurement Plan

reviewed bv Energy Division) and subsequent

procurement Applications;
Other minor changes and clarifications to the PD are made

ropri
e Various Findings of Fact, Conclusions of Law and Orderin
Paragraphs are modifi ff he chan h

PD listed above.
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Findings of Fact

1. Itis reasonable for the Commission only to consider LCR forecasts by the
ISO using renewable portfolio scenarios already in the record of R.10-05-006.

2. Itis reasonable to use local capacity studies and power flow modeling from
the ISO for LCR forecasting,.

3. The ISO used demand forecasts provided by the CEC in its 2009 IEPR,
which used 2009 demand forecast data. It is reasonable to use this data for LCR
forecasting in this proceeding.

4. In the LA basin local area, the Alamitos, El Segundo, Huntington Beach,
Redondo Beach power plants use OTC technology. Sixteen OTC units are
required to comply with SCRWB regulations to substantially reduce water use
before 2021. In total, these units currently have more than 49904900 MW of
capacity.

5. In the Big Creek/Ventura local area, the Ormond Beach and Mandalay
power plants are OTC plants with fivefour units which are required to comply
with SERWBSWRCB regulations to substantially reduce water use before 2021.
In total, these units currently have more than 2000 MW of capacity.

6. The ISO forecasted LCR needs 10 years into the future for the first time;
these forecasts (like other forecasts) are subject to error due to input assumptions
and significant changes in circumstances in the future.

7. Both under-procurement and over-procurement entail significant risks.
Under-procurement entails risks of reliability problems and the impacts of
mitigating such problems in a short timeframe. Over-procurement entails risks
of excessive costs and unnecessary environmental degradation. It is not possible

to quantify whether the risks of over- or under-procurement are greater.
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8. Itis reasonable to use the CEC’s one-in-10 -year load forecast, combined
with the contingencies identified by the ISO, for the purpose of LCR forecasting
in this proceeding.

9. Itisreasonable to use the ISO’s analysis of transmission for the purpose of
LCR forecasting in this proceeding.

10. Itis reasonable to assume that the OTC plants in the SCE territory required
to comply with SWRCB regulations will comply through retirement or
repowering consistent with the SWRCB schedule, for the purpose of LCR
forecasting in this proceeding. However, no finding on this point is intended to
apply to SONGS.

11. Each of the four RPS scenarios analyzed by the ISO contain a reasonable
minimum level of energy efficiency from CEC forecasts which can be used for the
purposes of determining LCR needs for the LA basin local reliability area.

12. The four RPS scenarios analyzed by the ISO do not include any
uncommitted energy efficiency or uncommitted CHP resources analyzed by the

CEC.

13. #4-To the extent uncommitted energy efficiency and uncommitted CHP

resources ultimately develop, they can be helpful in reducing overall net

demand. However, these resources are not likely to be as effective in reducing
LCR needs as repowered gas-fired resources at existing OTC locations. Reducing

overall net demand reduces LCR needs.
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14. 15-A significant amount of what is categorized by the CEC as
uncommitted energy efficiency is certain to occur because it is based on
standards already adopted by the CPUC, the CEC and federal agencies.

15. 36-Some of what is categorized by the CEC as uncommitted energy
efficiency is not certain to occur because it is based on policies, such as the
Commission’s BBEES, which are not yet implemented.

16. +7-In the ISO’s Environmentally Constrained scenario sensitivity analysis,
the impacts of uncommitted energy efficiency and uncommitted CHP
significantly reduced LCR needs for the LA basin local reliability area compared

to other ISO scenarios.

17. #8-There will be more uncommitted energy efficiency available in the LA
basin local reliability area than was included in the ISO Trajectory scenario. The

ISO Environmentally Constrained scenario sensitivity analysis includes a

reasonable maximum level of uncommitted energy efficiency for the LA basin

local reliability area.

18. There i | 1 f demand r nse in the m
| ions now in the LA Basin (and 54 f |l demand r nse r r
Nnow).
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19. 23+HBy 2020 it is likely that semethe actual amount of leeally-dispatchable-
demand response resources will-be-available to meet-erreduce future LCRneeds-

by2021-LCR n in the LA Basin will nsiderably more than 1
ibly closer to DRA and CEJA’ im f around 1

20. 22-There will be more distributed-generationuncommitted CHP available
in the LA basin local reliability area than was included in the ISO Trajectory
scenario.

21. 23-The ISO’s Envirenmentally-ConstrainedTrajectory scenario includes a
reasonable minimum level of distributed generation for the LA basin local
reliability area for the purposes of determining the LCR need in this proceeding,
except that it does not include a sufficient estimate for uncommitted CHP.

22. 24-The ISO’s Environmentally Constrained scenario sensitivity analysis
includes a reasonable maximum level of uncommitted CHP for the LA basin local
reliability area for the purposes of determining the LCR need in this proceeding.

23. 25-In R.10-12-007, the Commission is considering multiple energy storage
options to determine the cost-effectiveness of these potential resources. At this
time there is not sufficient information to determine how much viable energy
storage facilities will emerge between now and 2021 that can be used for local
reliability purposes.

24.26-1t is premature to consider a modification to the ISO local reliability
need forecast for energy storage for the LA basin local area at this time.

25.27-1t is reasonable to expect that some unidentified amount of energy
storage resources will be available in the future, and it is likely that some amount

of energy storage resources will be available to meet future LCR needs. It is

nclear whether th: f ener r r I ill be r nabl
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26.28-1t is likely that some LCR procurement opportunities would be lost if
there is a delay in approving a procurement process for the LA basin local
reliability area and the Big Creek/Ventura local reliability area, due to a seven to
nine year lead time for conventional gas-fired resources.

27.Gas-fired resources at the current OTC sites are certain to meet the ISO’s

riteria for meeting LCR n her r r n also m T LCR

n may n ffective in doin

28.29-There is a significant need for LCR resources to replace retiring OTC
plants in the LA basin local area by 2021 under every ISO scenario, HEas.

well as under the Environmentally Constrained scenario sensitivity analysis.

30. A prini LCR Lovel | Liabilit
29.33-Even if some-distributed-generation;, uncommitted energy efficiency

and/or uncommitted CHP resources included in the ISO Environmentally
Constrained scenario sensitivity analysis do not ultimately appear, there is a
reasonable likelihood that some demand response and/or energy storage
resources and/or other distributed generation resources will be viable and able
to similarly meet or reduce LCR needs.

30.32-The ISO’s Environmentally Constrained scenario sensitivity analysis
includes the highest reasonable levels of uncommitted energy efficiency and

uncommitted CHP. This forecast shows an LCR need of 1,0421042 MW for the

LA basin local area for effective sites, which is 828 MW below the LCR need in
he Environmentall nstrain nari rything el in 1).

ienificant amount of this procurement 1

hr h conventional -fired r I in order nsure LCR n ill

:
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32.1In order rmine a minimum LCR procurement level for th
A basin local ar ith 100% of th: 's for f uncommi ner
fficiency and uncommi HP, and 2 f demand r nse r r i
isr nabl r he eff f these r rces from the ISO’s Traj r
nario. Th ith rounding), the ISO’s proj n f 24 in th
Traj r nari 1 r nt for 50% of
ncommi ner fficiency and CHP, an 2 nt for
nservati im f demand r nse r r This 1 minimum

procurement level of 1400 MW.

33. A maximum LCR procurement level will protect ratepayers from excessive

costs resulting from potential over-procurement.

34.35-In order to determine a maximum LCR procurement level for the

LA basin local area with 50% of the CEC’s forecast of uncommitted energy

efficiency and uncommitted CHP, and 200 MW of demand response resources, it
is reasonable to eensidera-tigureapproximatelyhalbway between-the-

in the Traj r nari | r 4 nt for 50% of
ncommi ner fficien nd CHP, an 2 nt for
nservati im f demand r nse r r This 1 maximum

procurement level of 1800 MW.
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35.36-1f SCE procures more than the minimum MW amount for the LA basin
local area, it will be consistent with the Loading Order to require some additional
capacity to come from non-fossil-fueled sources.

36.37-The ISO did not include any values for uncommitted energy efficiency
and uncommitted CHP for the Big Creek/Ventura local area.

37.38-The ISO did not include any values for demand response or energy
storage resources in the Big Creek/Ventura local area.

38.39-The ISO evaluated and found feasible a transmission alternative for the
Moorpark sub-area of the Big Creek/Ventura local area.

39.40-The ISO has shown that there is a need for in-area generation with
operational characteristics similar to retiring OTC plants in the Moorpark
sub-area of the Big Creek/Ventura local area.

40.43-The most likely locations for to meet LCR needs in the Moorpark
sub-area are the sites of the current OTC plants. The record shows that it may
take seven years or more until operations commence in these locations.

41.42-The most likely size for at least one replacement plant in the Moorpark
sub-area of the Big Creek/Ventura local area is 215 MW, as this is the size of two
existing OTC units in that area.

42.There may be a need to procure up to 290 MW in the Moorpark sub-area,
after accounting for the likelihood of preferred resources and/or transmission
upgrades which are likely to exist in that area and be able to reduce or meet LCR
needs.

43.There is an immediate need to begin a procurement process to meet LCR
needs of between 215 and 290 MW in the Moorpark sub-area.

44.SCE will need to undertake technical studies to integrate certain preferred

resources (including energy storage resources) so that they meet local reliability
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needs, and to work with the ISO to assess the impacts of such resources to meet

or reduce LCR needs.

45. A r iremen rocure a m level of ener r r I h
rovi n rtuni h n rforman: f ener
r r r

46. A requirement to procure at least a minimum level of energy storage
) ) h

ith mar

detriment of ratepayers.

47.OTC plants that comply with SWRCB Track 2 policy (90+% reduction in
water usage) without retiring are potential resources to meet SCE’s local
procurement needs. Such plants may provide SCE with additional capacity

ions an ntially lower r r

48.45-1t may take one year or more after today’s decision before SCE can
submit an application to the Commission with final LCR procurement contracts
for Commission approval, after procurement solicitations, bilateral negotiations
and studies for preferred resources.

49.46-Purchased power agreements arising from this decision may create
significant debt equivalents on SCE’s balance sheet that may need to be mitigated
to preserve SCE’s creditworthiness. Such additional debt equivalence will not
come into effect until the start of commercial operations of the plant, unless the
contract is considered by a rating agency as a continuation of a current contract.

50.47-The cost allocation mechanism in effect today was established in
D.06-07-029 and refined in D.07-09-04, D.08-09-012 and D.11-05-005.

51.48-AReM’s driving peak/decreasing load CAM proposal is inconsistent
with the principle that each customer must pay their fair share for the benefits

that flow to them from the new generation.
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52.49-AReM’s two-step/six criteria framework for CAM allocation imposes
additional requirements designed to limit CAM allocation, but does not improve
on the fairness of the current allocation.

53.50--AReM’s proposal to levelize the annual revenue requirement would
result in bundled customers overpaying for the depreciated value of the
generating asset capacity, while non-IOU customers would have paid less than
their fair share of the full value of the asset’s capacity value.

54.51-The record does not provide an adequate and persuasive basis upon
which to comprehensively consider and adopt any potential changes to the
auction mechanism.

55.52-In AReM’s CAM opt-out proposal, it is unclear how AReM’s five-year
contract term/ project life requirement would adequately ensure investment in
new resources.

56.53-1t is not clear that a CAM opt-out could be implemented without undue

administrative burden.

Conclusions of Law

1. A significant difference between the ISO’s reliability mission under § 345
and the Commission’s reliability emphasis under § 380(c) is that the Commission
must balance its reliability mandate with other statutory and policy
considerations. Primarily, these considerations are reasonableness of rates under
§ 451 and § 454 and a commitment to a clean environment under Pub. Util. Code
sections including § 399.11 (Renewables Portfolio Standard) and § 454.5(b)(9)(C)
(Loading Order).

2. Consistent with § 454.5(b)(9)(C), which states that utilities must first meet
their “unmet resource needs through all available energy efficiency and demand

reduction resources that are cost-effective, reliable and feasible,” and the
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Commission’s Loading Order established in the Energy Action Plan, utility LCR
procurement must take into account the availability of preferred resources before
procuring non-preferred resources.

3. The record in this proceeding supports outcomes which enable the
Commission to meet statutory requirements and policy goals with regard to
reliability, ratepayer costs and environmental protection, as well as to require the
procurement of sufficient levels of diverse resources in a timely manner.

4. SCE’s procurement process should have no provisions specifically or
implicitly excluding any resource from the bidding process due to technology,
except for ameuntsabeve 1,200 MW-nspecific requirements in this decision for
the LA basin local area-a i

O O
resources,; SCE. E herwise requir hi ision E’s procuremen

process must have provisions designed to be consistent with the Loading Order
approved by the Commission in the Energy Action Plan and § 454.5(b)(9)(C).
5. The ISO models overstate the LCR need for the LA basin local area and the

Big Creek/Ventura local area.

for f uncommi ner fficien nd CHP levels will exist in order

rmine minimum and maximum LCR procurement level for the LA in

local area.

7. ltis reasonable, as a conservative approach, to assume a nominal level of
2 f locally-di hable demand r nser r ill ilable in
he LA Basin to r LCRn 202

8. 6-Adoption of an LCR need range which takes into account between 50%
and 100% of uncommitted energy efficiency and uncommitted distributed

generation resources, and allows for the potential of demand response resources
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and energy storage resources which may meet ISO technical criteria for meeting
LCR needs, is consistent with the applicable statutory and regulatory
requirements for procurement of preferred resources, including the Loading
Order.

9. 7-SCE should be autherized-to-start-theprocessrequired to procure a
minimum of ,0501400 MW and a maximum of 15001800 MW in the West LA
sub-area of the LA basin local reliability area. No more than 1,2061200 MW
should be from conventional gas-fired sources-up-+e-450. At least 150 MW

should be from preferred resources. Up to 600 MW additional capacity may be
from preferred resources or energy storage resources

(in addition to resources already authorized or required to be obtained via

Commission decisions in energy efficiency, demand response, RPS, energy

storage and other relevant dockets ' he maximum procurement level.
10.8-SCE should be required to procure at least 50 MW of energy storage

resources in the LA basin local area to meet LCR needs i howing th

h f some or all of h procuremen Id n r nable.

11.30-SCE should be autherized-to-start-the-proeessrequired to procure a

minimum of 215 MW and a maximum of 290 MW in the Moorpark sub-area of
the Big Creek/Ventura local reliability area.

12.SCE shoul requir rovi rocurement plan to Energv Division
for compliance revi f the requirements of thi ision

13. H-SCE should be required to file an-Applicationone or more Applications

for approval of contracts to procure LCR resources consistent with this decision.
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14. 12-1If there is additional information about the viability of preferred
resources and/or transmission alternatives in the Moorpark sub-area of the
Big Creek/Ventura local reliability area and West LA sub-area of the LA basin
local reliability area when SCE files its Application for approval of contracts, that
information should be considered at that time.

15. 33-SCE should be required to determine the availability and
cost-effectiveness of preferred resources, and energy storage resources, that can
offer the necessary characteristics to meet or reduce LCR needs. SCE should then
be required to work with the ISO to re-run its transmission modeling load-flow
analysis to determine the impacts of such resources. To the extent such resources
meet or reduce LCR needs, SCE should reduce procurement of non-preferred
resources.

16. #4—Cost-of-service contracts (also called bilateral contracts) allowed under
§ 454.6 are an option that SCE should be able to use in situations where there is
significant market power that would be detrimental to ratepayers.

17. 15-1t is reasonable to authorize SCE to use either or both RFOs and
cost-of-service contracts in its LCR procurement solicitation process.

18. It is reasonable for SCE to consider retrofits to existing OTC plants,
assumed retired in the ISO studies, in its procurement process.

19. 36-All contracts stemming from the LCR procurement authorization we
establish today should be brought to the Commission for approval in-a-singleby
application for each local reliability area, anticipated sometime in 2014._ It is
reasonable to allow an earlier application for gas-fired procurement due to the
long lead time for such resources.

20. ¥7-The cost allocation mechanism established in D.06-07-029 and refined in
D.07-09-04, D.08-09-012 and D.11-05-005 remains reasonable for application in
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this proceeding without modification, and is fair and equitable as required by
Section 365.1(c)(2)(A)-(B).

21. 18-The appropriate procedural venue for SCE to seek any changes it
considers appropriate due to debt equivalence related to contracts foreseen from
today’s decision is its next COC application.

22. 19-The record is insufficient to resolve outstanding questions about a CAM
opt-out at this time.

23. 20-1It is not within the scope of this proceeding to determine whether SSJID
is a large municipalization for the purposes of the CAM.

24. 23-The Motion of MegawattSterage FarmsMSFE should be denied because
it seeks to modify a policy adopted by the Commission along with other state

agencies, and may conflict with statute.

ORDER

IT IS ORDERED that:
1. In-this-decisionweautherized-Southern California Edison Company
toshall procure between ;0501400 and ;5001800 Megawatts (MW) of electrical

capacity in the West Los Angeles sub-area of the Los Angeles basin local
reliability area to meet long-term local capacity requirements by 2021.
Procurement must abide by the following guidelines:

a. At least 10001000 MW, but no more than 2001200 MW, of
this capacity must be from conventional gas-fired

resources, including combined heat and power resources;

b. Atleast 50 MW of capacity must be procured from energy
storage resources;
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c. Atl 1 f ity m rocured from
preferred resources consistent with the Loading Order of
the Energy Action Plan;

d. e-Up-+te-450Subject to the overall cap of 1800 MW, up to 600

MW of capacity, beyond the amounts specified required to
be procured pursuant to subparagraphs (a), (b) and (c

above, may be procured through preferred resources
consistent with the Loading Order of the Energy Action
Plan

(in addition to resources already required to be procured or
obtain by the Commission through decisions in other
relevant proceedings) and/or energy storage resources.
Distril i 4 | o

2. Southern California Edison Company is-autherized-to-begin-aproecess-

toshall procure between 215 and
290 Megawatts of electric capacity to meet local capacity requirements in the
Moorpark sub-area of the Big Creek/Ventura local reliability area- by 2021.

3. Southern California Edison Company (SCE) shall use existing Resource
Adequacy (RA) program rules (as developed in Rulemaking 11-10-023 and
successor proceedings) to assess the effectiveness of proposed generation
solutions for meeting the local capacity requirements need established in this

Order. SCE shall identify its assumptions on the effectiveness of any resource for

which the RA program does not provide clear guidance.
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4. 5-Any Requests for Offers (RFO) issued by Southern California Edison
Company as-part-of-the-procurementprocess-auntherized-bypursuant to this

Order shall include the following elements, in addition to any RFO requirements

not delineated herein but specified by previous Commission procurement

decisions (including Decision 07-12-052) and the authorization and requirements

of this decision:

a.

The resource must meet the identified reliability constraint
identified by the California Independent System
Operator (ISO);

The resource must be demonstrably incremental to the
assumptions used in the California ISO studies, to ensure
that a given resource is not double counted;

The consideration of costs and benefits must be adjusted by
their relative effectiveness factor at meeting the California
ISO identified constraint;

A requirement that resources offer the performance
characteristics needed to be eligible to count as local
Resource Adequacy capacity;

No provisions specifically or implicitly excluding any
resource from the bidding process due to resource type
(except as authorized in this Order);

No provision limiting bids to any specific contract length;

Provisions designed to be consistent with the Loading
Order approved by the Commission in the Energy Action
Plan and to pursue all cost-effective preferred resources in
meeting local capacity needs;

Provisions designed to minimize costs to ratepayers by
procuring the most cost-effective resources consistent with
a least cost/best fit analysis;

A reasonable method designed to procure local capacity
requirement amounts at or within the levels authorized or
required in this decision, not counting amounts procured
through cost-of-service contracts;
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j- An assessment of projected greenhouse gas emissions as
part of the cost/benefit analysis;

k. A method to consider flexibility of resources without a
requirement that only flexibility of resources be considered;
and

1. Use of the most up-to-date effectiveness ratings.
5. 6-Southern California Edison Company (SCE) shall provide Energy-
Divisien-witha procurement plan for all required an horiz
Los Angeles Basin an

Big Cr ntura local ar Energv Division no later than 1 fter th
ffecti f thi ision Em rovi rts of its procurement plan
Energy Division earlier than 1 E shall show that its proposed

procurement process-showing-that-the prepesalplan is consistent with Ordering
Paragraph 5,-and4. SCE shall not go forward with any public procurement

process until the-Energy Division approves the process in writing, except that

SCE may proceed with parts of its procurement plan if so authorized. SCE also
shall follow adhere to previous Commission directiondecisions regarding this

proposed procurement process, including consultation with the Procurement
Revi r nd In ndent Eval IS.

6. 7-Inits proposed procurement plan to be reviewed by Energy Division,
Southern California Edison Company shall show that it has a specific plan to
undertake integration of energy efficiency, demand response, energy storage and
distributed generation resources in order to meet or reduce local capacity

requirement needs through 2021.

7. Inits pr rocurement plan revi Energv Division
hern California Edison Company shall incl 11 of the following:
e Alistofall licable rules an im ing th
plan;
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A il ription of how it inten rocur
resources, specifying the structure of any RFO or
alternative procurement process and related timelines;

A methodology for determining least cost/ best fit that
incl luating an ntifyin rforman
characteristics that vary among resource type (e.g. time to
start, output at various times, variable cost, effectiveness
in meeting contingencies, etc.);

h f pri nchmar ill in

determining cost-effectiveness for resources;

An lanation for hr r indicatin

whether modifications will be made to existing programs

rifan roach will ilized;

A methodology for determining peak capacity for

r rces for which there is n rrentl r

methodology for determining Net Qualifying Capacity;
and

A methodology for determining other reliability
iliti 1 rt) for r rces for which

there is not a currently approved methodology for
determining these capabilities.
8. Inits proposed procurement plan to be reviewed by Energy Division,
Southern California Edison Company may also include an optional proposal to

conduct separate solicitations for gas-fired generation and other resources.

9. &-Southern California Edison Company is authorized to procure bilateral

cost-of-service contracts to meet authorize local capacity requirements as
specified in this Order, including bilateral contracts consistent with the
provisions of Public Utilities Code § 454.6.

10. 9-Southern California Edison Company shall work with the California
Independent System Operator to determine a priority-ordered listing of the most

electrically beneficial locations for preferred resources deployment.
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11. 30-Southern California Edison Company (SCE) shall file one Application
for approval of any and all contracts entered into as a result of the procurement
process authorized by this decision for the Los Angeles basin local reliability

area, and one Application for these purposes for the Big Creek/Ventura local

reliability area. An exception to the requirement of this paragraph is if SCE’s

rocurement plan I Energy Division, provides for on r
nd earlier Application rocur -fir neration for both local reliabili
areas. SCE shall not receive recovery in rates for the costs related to any such

contract before Commission review and approval of these Applications. In
addition to currently applicable rules, the Applications shall specify how the
totality of the contracts meet the following criteria:

a. Cost-effectiveness;

b. Consistency with the Loading Order, including a

monstration that it has identifi h preferred r r

and assessed the availability, economics, viability and
ffectiven f th ly in meeting the LCR need;

c. Compliance with Ordering Paragraphs 1 and 2;-and

d. For applicable bilateral contracts, compliance with Public
Utilities Code Section 454-6-454.6; and

A demonstration of technological neutrality, so that no

resource was arbitrarily or unfairly prevented from

bidding in SCE's solicitation process. To the extent that the

availability, viability and effectiveness of resources higher

in the Loading Order are comparable to fossil-fueled

resources, SCE shall show that it has contracted with these
referred r rces fir

12. In its application regarding the Los Angeles Basin local reliability area to
implement this decision pursuant to Ordering Paragraph 11, Southern California
Edison Company shall present contracts for at least 50 MW of energy storage

resources (pursuant to Ordering Paragraph 1) to the Commission for approval, or

o
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have the burden to show that it should procure 1 han he bi
it recei re unr nabl

hern California Edison Company shall tr he retrofittin

lan lin m, which is undertaken mply with r R r
ntrol Boar ide Policy on th f land E rin rs for
Power Plan ling and h. mplian line before December 31, 2022
new r rce in considering r r m he n in Orderin
Paragraphs 1 and 2.

14. H-Southern California Edison Company (SCE) shall provide
documentation in its Applications required by Ordering Paragraph 4011 of
efforts to consult with the California Independent System Operator to develop
performance characteristics for local reliability, and how SCE meets any such
performance characteristics.

15. #2-Southern California Edison Company shall allocate costs incurred as a
result of procurement authorized in this decision and approved by the
Commission consistent with the cost allocation mechanism approved in
Decisions (D.) 06-07-029, D.07-09-044, D.08-09-012 and D.11-05-005.

16. 33-The October 5, 2012 Motion of Megawatt Storage Farms, Inc. is denied.

17. 34-This proceeding shall remain open.

This order is effective today.

Dated , at San Francisco, California.
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